The Journal of Accountancy 


Published Monthly under the auspices of the 
American Associatiox of Public Accountants 


Vol. | APRIL, 1906 No. 


The German Corporation: Its Organization 


and Powers. 
By W. HEGEMANN. 


There are six different kinds of association to which the term 
corporation may be applied in Germany. There are: first, the 
“general association,” which is similar to the partnership in 
America; second, the Kommandit Gesellschaft, which is equiva- 
lent to the sleeping partnership; third, the Actien Gesellschaft, 
which will be the basis of this report; fourth, the Kommandit 
Gesellschaft with shares in which some members are liable for 
all the debts, while others are only liable to the face value of their 
shares ; fifth, the “limited company,” in which the shares are not 
dealt in by the public ; sixth, Genossengesellschaft, which is a 
very infrequent form of corporation. 

This study will be concerned only with the third form, the 
Actien Gesellschaft, because it resembles most closely the busi-— 
ness corporations in the United States. 

The Actien Gesellschaft, as such, has its own rights and 
duties; it may acquire property and other rights in real estate; 
it may prosecute and be prosecuted in court. There is no limi- 
tation regarding the objects of a company. It is true the Actien 
Gesellschaft is a mercantile corporation, but only in so far as the 
rules of the code of commerce, bankruptcy, accounting, etc., ap- 
ply to it. The contract of association of a company must state 
the object of the company, but an electrical company may make, 
for instance, the following statement: 
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The object of the company is: 

(1) to install, make, and sell electrical or any other kind of 

apparatus. 

(2) to do banking and commercial business. 

(3) to buy and sell real estate. 

This covers every possibility. There is no longer any limita- 
tion on the amount of stock or debt. But the law provides that 
no share can be made out for a smaller amount than $250. There 
are only a few exceptions where the par value of the share may 
be as low as $50; that is when the share can be transferred only 
with the consent of the general stockholders’ meeting; or when 
the Federal Council gives permission, as it sometimes does for 
corporations with a philanthropic purpose. The limitation is 
printed on the share. But there is a very effective restriction on 
the amount of the capital stock, in the provisions that no com- 
pany can be incorporated before all its capital stock is subscribed 
for, and before 25% on every share is paid in. 

Any five or more persons may join in forming an Actien Ge- 
sellschaft, each taking at least one share. For this purpose the 
contract of association must first be drawn up. It must contain 
the following six points: first, the firm name and the headquarters 
of the corporation ; second, its object; third, the amount of capital 
and the par value of the single share; fourth, how the board of 
directors shall be composed and elected; fifth, how the general 
stockholders’ meeting shall be called; sixth, the newspapers in 
which the publications of the company shall appear, the Ger- 
man Imperial Gazette being necessary and also sufficient. Some 
provisions, to be valid, must be included in the contract of as- 
sociation, as for instance, the rights of preferred over common 
stock. The pay of the promoters and the names of the promoters, 
as well as the costs for the formation of the company, must be 
given. a 
The contract of association has to be exhibited before a judge 
or a notary public, and at the same time it has to be declared 
what part of the stock every promoter subscribes for. As a rule, 
the promoters subscribe for the whole stock. If they do not, they 
must produce certificates of subscribers as evidence that the whole 
stock is subscribed for. There are two copies of these certificates 
made, giving the contract of association in full, a detailed state- 
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ment of the amount subscribed and the kind of stock issued. In 
this contract also before the judge or notary public declaration 
must be made what official assessments will be made if the stock is 
not fully paid. 

After formation, the founders, or stockholders have a meeting 
to elect the board of supervisors. The board of supervisors, or 
the stockholders directly elect the board of directors, as the con- 
tract of association provides. The members of the board of di- 
rectors and the supervisors have to examine the proceedings of 
the organization. This examination is chiefly to cover the cor- 
rectness and completeness of the statement made as to the sub- 
scription and the payment of the capital stock; the report given 
by the founders on property taken over by the company; and 
also whether there is any doubt as to the fairness of the prices 
paid for the property. But if one of the founders is a member 
of either board, the reports thus made by the two boards must 
be accompanied by another report made by two revisors appointed 
by the chamber of commerce, or if there is none, by the court. 
To give a legal existence to the corporation, it has to be entered 
finally in the commercial register. For this purpose notice to 
the court of commerce has to be filed. To the notice must be ap- 
pended: (a) the contract of association, together with the minutes 
of the hearing before judge or notary; (b) the report made by the 
company, besides all the acts of incorporation; (c) the method of 
appointing the board of supervisors and the board of directors ; 
(d) the report made by the members of both boards examining the 
proceedings of incorporation; (e) the report made by the two re- 
visors named by the chamber of commerce or by the court if such 
appointment is necessary; (f) the certificates of franchise if any 
should be needed for the purpose of the company; (g) the certifi- 
cates of subscription signed by the outside subscribers. In the 
notice filed declaration must be made that upon every share at least 
one-fourth of the par value has been paid over in actual cash, or 
property of equivalent value taken over. 

If the founders are not subscribers for all the shares, the 
court calls a general meeting of the stockholders. The meeting 
goes on under the direction of the court and after hearing the re- 
port on the incorporation given by the supervisors and by the di- 
rectors, the incorporation of the company is voted. Members 
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of the board of directors or supervisors can recall their signature 
of the notice filed to the court. The majority voting for the form- 
ation of the company has to be at least one-quarter of both the 
stockholders and of the capital stock. And if the contract of as- 
sociation grants any profit to stockholders, the majority of the 
stockholders getting no profit can prevent the formation by their 
vote. There are still many cases when unanimity is necessary. 
The simple majority has the right to ask for adjourning. If the 
company is so formed, the court enters it in the Register of 
Commerce and publishes the firm name, location, object, amount 
of capital, date, the board of directors, amount of shares, the 
names, positions, and addresses of the founders, whether they have 
taken all the shares, names, positions and addresses of the super- 
visors. At the same time all the different papers, reports, con- 
tracts, instruments, certificates, etc., sent to the court are public 
and kept for the inspection of everybody. 

Beyond this entry in the mercantile register at the place at 
which the corporation is located, every branch of the company 
must be registered likewise at the place of its location. Before 
the entry in the mercantile register the company has no legal ex- 
istence and persons acting in its name are personally responsible 
for the whole debt. Rights of participation cannot be transferred 
from the company. Shares or certificates cannot be issued. 

Every corporation finds the laws dealing with it in the Code 
of Commerce. The by-laws have to be included in the contract 
of association or be passed on at the general stockholders’ meet- 
ing. They become a part of the contract of associations and 
must be filed and registered at the court where they can always 
be inspected. Changes in the contract of association can be 
made so far as it is permitted by the rules of the Code of Com- 
merce by a three-fourths majority at the general stockholders’ 
meeting. 

The board of directors is the executive organ of the company 
and is composed of one or more persons who need not necessar- 
ily be stockholders. The board of directors may be deposed at 
any time by the body appointing it, as well as by the general 
stockholders’ meeting. This right to depose cannot be forfeited, 
even should the articles of incorporation provide for this. The 
first board of directors is selected according to the provisions of 
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the papers filed in the court, while every subsequent change has 
to be likewise filed and entered in the register. A director can- 
not, without the consent of the body electing him, do any pri- 
vate business nor make any profits for himself or other persons 
in the line of business of the corporation whose director he is. 
If he does the corporation may ask indemnity, or take over for 
its own account the business transacted. 

The directors have to apply to the business of the corporation 
the care of an ordinary business man; if they fail to do so, every- 
one is responsible for the whole damage resulting. The principal 
cases when the directors must pay back to stockholders money 
paid in stocks are: 


(1) When they pay unlawful dividends. 

(2) When they buy the company’s own stocks. 

(3) When they give out shares before fully paid. 

*(4) When they make payments after bankruptcy. 

When the directors have bought the company’s own shares 
for the company, then they become responsible personally for the 
whole debt, as well as to the creditors of the company. The re- 
sponsibility lasts for five years. The directors become liable to 
be punished by the court if they act knowingly against the ad- 
vantage of the company or if they tell in the stockholders’ meet- 
ing a falsehood against their better knowledge. The directors 
cannot get any percentage out of the earnings of the company 
before the legai reserve for the company is made. 

The board of directors consists of at least three persons who 
need not be stockholders and is usually elected at the general 
stockholders’ meeting. After election, the directors cannot be 
in office more than five years and may be removed by a three- 
fourths majority of the capital represented at a stockholders 
meeting. A man cannot be at the same time director and super- 
visor or any other employee of the company. A supervisor can- 
not delegate his powers to another person. If the articles of 
association grant a percentage of the earnings to the supervisors, 
this percentage shall be calculated only after taking from the 
earnings the legal reserve and at least four per cent for the 
stockholders. 

The board of supervisors calls general stockholders meet- 
ings and represents the company in transactions and law suits. 
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According to the contract of association certain transactions may 
be made dependent on the wishes of the board of supervisors. 
The supervisor, together with the directors, are responsible per- 
sonally for the whole debt incurred through their carelessness. 

The holding of the general stockholders meeting is a neces- 
sary part of the contract of association. It must be called at 
least once a year for a review of the business transacted during 
that period. It is called, as a rule, by the directors, yet the 
supervisors can call it if the interest of the company makes it 
desirable. From the date of calling the meeting to the day of 
the meeting, at least two weeks must elapse. The object and 
the order of the day have to be announced in an intelligible man- 
ner. On the day of the meeting (and before the first vote) a 
list of the stockholders, present or represented, together with 
their holdings, must be made and presented for inspection. The 
contract of association asks often for the disposition of the 
shares. The resolutions need a simple majority except in the cases 
when either the law or the contract of association ask for more. 
Every share gives an imperishable right to vote. It is voted ac- 
cording to the amounts, which in cases of different kinds of 
stocks, may become important. For several stocks in one hand 
the contract of association often limits the voting power ; to some 
kinds of stock may be given a higher voting power. Up to 
$750 fine or one year in jail is provided as a penalty for a stock- 
holder giving or accepting promises or gifts for voting accord- 
ing to instructions or not voting at all; and at least $250 fine for 
borrowing or lending stocks for a consideration for voting pur- 
poses. 

Every resolution of the meeting must be taken before a judge 
or notary public and together with the list of the holding repre- 
sented and an indication of the manner how the meeting was 
called must be filed to the Register of Commerce. 

Every resolution of a meeting can be contested during the 
following month if contrary to the will or to the contract of 
association. The right of contest is given to every stockholder 
who objected to the resolution and whose objection is presented 
at the meeting. 

To enforce its right, the minority has different methods. 
Holders of one-twentieth of the capital stock, or of even a smaller 
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portion, if the contract of association so stipulates, may ask for 
the calling of a general meeting at which certain things are to 
be voted on. They ask the board of directors and the supervisors 
for the meeting and should these refuse they may apply to the 
court for power to call the meetings. Upon application of holders 
of one-tenth of the capital stock, the court may appoint revisors 
for the examination of any act not later than two years. These 
revisors may inspect the books produced and everything owned 
by the corporation. These revisors are appointed only when the 
minority say that there has been probable fraud or that the law or 
contract of association has been infringed. The holders making 
the plea to the court must obtain their holdings with the court 
and prove that they have been bona fide holders of the stock 
for six months. In the stockholders’ meeting, in voting on the 
annual balance sheet, a minority of one-tenth of the capital stock 
can ask for adjournment until points in the balance sheet have 
been explained. In the case of liquidation, holders of one-twen- 
tieth of the capital stock may ask for receivers. 

Any kind of stock may be issued but this must be included 
in the contract of association. If the rules of different kinds 
of stocks shall be changed to the profit or disadvantage of one 
kind, a special meeting must be called to make any proposed 
change. Stock certificates are transferable only on the books of 
the company. Stock certificates to bearer are void and persons 
issuing them are responsible personally and are also punishable. 
The same applies to shares given out before full payment. 

The provisions of the contract of association may provide 
that the directors may call the assessment whenever they see fit. 
The call must be published three times by the German Imperial 
Gazette ; the first publication has to be made three months, the 
last one month before the date when the assessment is due. From 
this date the stockholder not paying the assessment due is liable 
for five per cent interest on the amount and becomes responsible 
for damages. If the assessment is not paid one month after 
due, the certificate of the holder becomes invalid. Every fore- 
going holder in succession is responsible for the amount not 
paid in. The responsibility lasts for two years from the date of 
transfer of the certificate on the books of the company. The 
person paying the assessment receives a new certificate. 
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The name of the promoter, the consideration which he re- 
ceives in cash or shares, and the property he sells or incorporates 
must be included in the contract of association distinct from the 
items for general cost of incorporation. The promoters have 
to give a report and should they be officers of the company, the 
court appoints two revisors to examine the property. The pro- 
moters are responsible for the correctness of their statement re- 
garding the property. The general costs of incorporation and 
any items in the contract of association must be paid individually 
by the promoters. Anybody helping to conceal any profit arising 
from the incorporation of the company, is, together with the 
promoters, personally responsible for the whole amount. Every 
banking firm which advertises the stock of the company before, or 
two years after its incorporation, is liable for frauds made by 
the promoters regarding the statement about subscription and 
the payment on property, if this fraud could be discovered by 
an ordinarily careful business man. After the responsibility of 
the promoters and their assistants, the directors and supervisors 
become: liable for neglecting to act properly for the corporation 
and examining the promoters’ report. Claims of either can 
be paid forward by one-tenth of the holders of the capital stock. 

The capital stock can be increased only after the shares are 
fully paid in. An exception is made for insurance companies, 
the capital of which is for the greater part a guaranteed fund. 
Those companies can increase their capital stock before the old 
shares are fully paid in. A majority of three-fourths of the old 
capital stock is necessary to enact an increase of the capital 
stock. If there are different kinds of stock, special meetings of 
the different kinds are necessary, and each of such meetings with 
a three-fourths majority must join the decision of the general 
meeting. In filing this decision for increase of the capital to 
the Register of Commerce it must be accompanied by the 
declaration that the old shares are fully paid in. This notice 
has to be filed by all the members of both boards; and everyone 
becomes criminally liable for a fraudulent statement concerning 
the payment of the old stock. If the new stock is issued in ex- 
change for property, this property is subject to the same ex- 
aminations as any property at the time of the incorporation of 
the company. I may mention here the section of the law which 
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asks for at least a three-fourths majority of the capital stock to 
make valid every purchase of property, if the consideration for 
this property is higher than one-tenth of the capital stock and 
if the purchase shall be made in two years after the incorpora- 
tion of the company. The law makes still more severe condi- 
tions if the purchase is made in the first year after the incorpora- 
tion. 

If the general stockholders’ meeting does not state who shall 
receive the new stock, then every old stockholder has the 
right to subscribe to a proportionate number of shares. All 
shares of the new capital must be subscribed for. The same evi- 
dences of the subscriptions, of the franchises, contracts, reports, 
etc., concerning the new capital stock as at the time of the first 
incorporation have to be filed. Also one-fourth of the new cap- 
ital has to be paid in before the notice can be filed. This notice 
declares that the increase of capital has taken place and is dis 
tinct from the first notice just mentioned, which only stated the 
resolution that an increase shall take place. The members of 
both boards sign the notice and are civilly and criminally liable 
just as for the first incorporation. In the case of a decrease of 
the capital stock, the resolution must indicate the manner and 
the purpose of this decrease. The purpose may be repayment in 
part to the stockholders, liberation from the liability for future 
assessments, amortization of a part of the shares, or to meet an 
accidental loss, or to transfrm a part of the capital stock in a 
reserve fund. 

If an amortization or sinking fund shall be made out of the 
earnings, there must be a provision that this can be done, in the 
original contract of association, “original” meaning that the pro- 
vision must have existed prior to the subscription of the shares 
which shall become amortized. The same rule applies in case 
of amortization out of the capital stock, if the amortization shall 
be done by lot. But if the amortization out of the capital stock 
shall be done by purchase of the shares, the by-laws can always 
be changed to allow this kind of amortization. Besides amorti- 
zation, the capital can be decreased by making one share out of 
several by conversion, or by decrease of the par value of the 
shares (but never below $250). In all the cases mentioned, ex- 
cept the case of amortization out of the net earnings, the follow- 
ing rules apply: 
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A resolution must be passed by at least three-quarters of the 
capital represented at the general stockholders’ meeting. The 
resolution indicates the cause and purpose. If different kinds 
of stock exist, the different kinds must meet and join their votes 
to the general stockholders’ resolution. After the resolution has 
been filed in the mercantile register, the decrease must be an- 
nounced to the creditors directly by letter and indirectly by 
publishing it three times in the newspapers. All creditors of 
the time before the last publication must be satisfied before any 
sum can be paid back to any stockholders or before any of the 
stockholders can be liberated of the assessments not yet called. 
In every case this repayment or liberation can be made only at 
least one year after the last publication to the creditors. In the 
case of decrease of capital stock by exchange, the law provides 
the company with the right to declare invalid the shares not 
exchanged after the delay and publications and to sell the new 
shares for the profit of the holders of old ones. After the decrease 
of the capital stock is effected, this fact has to be filed in the mer- 
cantile register. 

The board of directors is obliged to see that the books are 
properly conducted and that an annual balance sheet and 
inventory is made out. (Warehouses need an inventory only 
every second year). In the three first months of every year 
the balance sheet, an account of profit and loss, and a report 
on the condition and operations of the company for the last 
year must be submitted to the board of supervisors and, with 
the remarks of the latter, laid before the annual general meeting. 
Those papers shall be open for inspection by the stockholders at 
least two weeks before the day of the meeting. Every stockholder 
may also ask for a copy at the same time. In the statement certain 
rules regarding the valuation of the assets and liabilities must 
be observed. Securities and products may be itemized at the 
market value if below cost. Only property which is necessary for 
the conduct of the business may be itemized at the purchasing 
price, even if its value has already declined; but in this case a 
reasonable rate of depreciation has to be carried. The cost of 
administration and foundation shall not be itemized as assets. 
Capital stock, surplus and depreciation are liabilities. The surplus 
is the reserve fund required by the law. It can only be applied to 
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losses shown by the statement. For this purpose at least one- 
twentieth of the annual net profits is to be retained until the fund 
equals one-tenth of the capital of the company. To this fund are 
added the profits derived from issuing stock for more than its 
nominal value. In this fund have also to be placed any voluntary 
donations by stockholders, so far as they do not meet extraordi- 
losses. 

I have already given the rights of the minority stockholders 
and stated that a minority of one-tenth of the capital stock may 
ask for postponement of the vote on the statement until suf- 
ficient explanation of doubtful points is given. The same mi- 
nority may apply to the court for revisors of the statement of 
affairs, if the probability of fraud can be shown. Those revisors 
may inspect everything as well as the books. The single stock- 
holder has thus no right to inspect the books. This right is only 
with the board of supervisors as a body, or with the supervisors 
which the board has elected for this purpose. When the statement 
of affairs has been accepted by the stockholders’ meeting, it must 
be at once published in the German Imperial Gazette. This pub- 
lication together with the report of supervisors is to be filed with 
the Register of Commerce. 

The right to declare dividends lies with the general stock- 
holders’ meeting in so far as the contract of association does not 
state other rules. Beyond the reserve of 5% from the earnings, 
the contract of association provides often for other reserves, as, 
for augmentation of the capital stock, for paying dividends in 
bad years, etc. If the body declaring the dividend makes higher 
reserves than the law or contract of association asks for, a mi- 
nority of one-twentieth of the capital stock can contest this re- 
serve. 

The dissolution of the company takes place at the end of the 
time limit fixed by the articles of association if there is such limit- 
ation. Another way for dissolution is the voluntary dissolution by 
the resolution of shareholders representing three-fourths of the 
capital represented at a general meeting, if the contract of as- 
sociation does not make more severe conditions. A third case 
is the declaration of bankruptcy. If a statement of affairs shows 
a loss equal to one-half of the capital stock, the board of super- 
visors has to call immediately a general stockholders meeting and 
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has to announce this fact. As soon as the company cannot meet 
its obligations, or if the statement of affairs merely shows that 
the capital no longer covers the liabilities, the board of super- 
visors is obliged to announce bankruptcy. The subsequent pro- 
ceedings are governed by a special code of bankruptcy. The dis- 
solution of the company (except in cases of bankruptcy) is to be 
filed with the Register of Commerce by the board of super- 
visors. By the dissolution only the company as a producing con- 
cern ceases to exist. In law the company exists until the liquid- 
ation is finished. The purpose of liquidation is the winding up 
of the affairs and the distribution of the capital among the stock- 
holders. The liquidation does not change the organization of the 
company. The directors become the liquidators if the contract of 
the association or the resolution of the general stockholders meet- 
ing does not appoint other persons. The board of supervisors, 
or stockholders who for six months have been holders of one- 
twentieth of the capital stock, may ask the court for receivers if 
serious reasons therefor can be alleged. The liquidators act as 
directors, but they begin new transactions only when the interest 
of the company makes it necessary. They invite the creditors 
of the company by publishing the notice three times in the papers. 
The distribution of the remaining capital among the stockholders 
can take place only one year after the last publication. Distribu- 
tion before that time makes the liquidators and supervisors civilly 
and criminally liable. The stockholders are liable for repayment. 
If the liquidation is carried through, the liquidators file the dis- 
solution of the company with the Register of Commerce. Re- 
organization may take place if the voluntary liquidation is shown 
not to be successful, and in cases of bankruptcy when an under- 
standing between the company and its creditors is agreed upon. 
The directors must simply give notice to the court. 
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The Credit Man and the Public Accountant.* 


By H. Roserts, C. P. A. 


Although the profession of public accountant has been es- 
tablished for many years in Europe, and especially in England, its 
recognition as such in America is of compartively recent date, 
Up to ten years ago the ordinary business man found it difficult 
to discover any difference between the self-styled “expert” and a 
bookkeeper-out-of-a-job, and his failure was perhaps excused by 
the ease with which the ranks of the former were often recruited 
from the latter with no greater individual qualifications than the 
price of a few business cards and the assurance to present them. 

The harm done by these ex-bookkeepers and some who lacked 
even that doubtful title, was keenly felt by the few practitioners 
who appreciated their responsibilities, and this feeling resulted 
in the formation of associations of public accountants, through 
whose efforts has been secured legislation designed to afford 
recognition and some measure of protection from incompetent 
pretenders. 

First in New York, and later in Illinois and a number of 
other states, laws have been passed, generally providing for 
the examination of applicants and the issuance to the successful 
candidate of a certificate entitling him to practice as a certified 
public accountant. 

The Illinois statute provides that no one, not a holder of a cer- 
tificate shall describe himself as a certified public accountant, nor 
use the initials indicating that title, but it does not bar any one 
from practicing, provided no misrepresentation is made as to the 
possession of a certificate. 

The latest step toward raising the profession to the position 
which it holds abroad and which its members believe it should 
occupy here, is the formation during the past year of a national 
association of public accountants and the establishment of an 
organ, THE JOURNAL oF ACCOUNTANCY, published in New York 


City. 
*From a paper read before the Chicago Credit Men’s Association. 
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It must be stated, however, in all fairness, that the possession 
of the C. P. A. degree does not make a competent accountant, 
any more than admission to the bar makes an able lawyer, or a 
sheepskin from Rush Medical, qualifies a young man to amputate 
your appendix veriformis without making a mess of it. 

To the knowledge requisite to pass the examinations, must be 
added natural ability, long experience and a conscience in order 
that their possessor may fully meet the demands and deserve the 
confidence of his clients, and be a credit to the profession. 

We hope soon to see the requirements for license broadened 
to cover actual service for a term of sufficient length to afford a 
degree of practical knowledge and skill, which no single examina- 
tion can insure, and this will eventually be accomplished through 
pressure of public demand as well as the efforts of the profes- 
sion. We have made a good beginning, but we fully appreciate 
that it is nothing more than a start in the right direction. 

Not only is the volume of accounting work increasing enor- 
mously, but the business public is rapidly coming to understand 
that the usefulness of the public accountant is by no means re- 
stricted to the detection of errors and defalcations, but that he 
should be able to give sound and valuable advice regarding all 
questions of business economy, equipment, organization and ad- 
ministration. 

In view of all this, I trust you will believe me sincere in the 
statement that it is with no intention of “cornering the market” 
that the foremost men in our profession are endeavoring to raise 
the standard of the requirements for practice. The demand for 
really competent men is to-day so much greater than the supply, 
as to leave no room for the practice of trades-union methods. 

In dealing with the relations which should exist between the 
credit man and the public accountant, the possible benefit which 
the latter might derive from the former need not to be dwelt upon 
as you are doubtless blessed with abundant troubles of your own, 
yet it may be confessed with some sorrow that we are by no 
means immune from those losses which you are so well equipped 
to avoid. 

The other end of the subject—how can the public accountant 
aid the credit man?—presents two distinct relations, first to your 
customers’ affairs, and second to your own. 
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I assume that no one will deny that information is the only 
basis of correct judgment, and that no serious claim to strictly 
intuitive powers are made by any gentleman present. It will also 
be granted, I think, that with the expansion of trade, this basic 
information is becoming less and less a matter of personal recol 
lection and more and more consists of records, in your own files 
and books of account, in mercantile agency reports and in state- 
ments made by the customer. 

Since most, if not all the detailed information furnished by 
the mercantile agencies comes from the customer primarily, the 
foundation of credit information may be said to rest largely on, 
bookkeeping, your own and that of your customers, and I hope I 
am within bounds in saying that, except in case of very small 
traders, a statement of condition is not likely to be more reliable 
than the bookkeeping on which it is based, nor will it often be 
found to be less favorable to the maker. 

Ignorance or disregard of accounting principles by your 
customer, must therefore, to some extent, affect the basis of your 
judgment, and what is still worse, such errors almost invariably 
result in his making a better showing than the facts will warrant. 

A few years experience in public work affords so many in- 
stances both in large and small concerns, in city and in country, 
where fairly good business men have deliberately fooled them- 
selves into bankruptcy by bad bookkeeping, that the probability 
of creditors being misled in the same way seems to us greater 
perhaps than it really is. 

Some of the most common violations of accounting principles 
which tend to cast a rosy glow over an otherwise gloomy state- 
ment, are :-— 

1. The failure to show on books or statements a liability 
for paper rediscounted, resulting in covering up an actual liabil- 
ity which is offset, perhaps, by a very doubtful asset; and there 
are some other ways of offsetting definite liabilities against con- 
tingent assets which are not quite so common. 

(2) Carrying to fixed-asset accounts, such as buildings, real 
estate, plant, machinery, etc., of repairs, taxes and renewals, thus 
falsely improving the showing in two ways—increasing assets 

and correspondingly increasing apparent net profits. 

3. Failure to charge off doubtful accounts receivable or to 
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create a reserve from profits to take care of losses from this 
source. Many business men imagine that when they have trans- 
ferred a doubtful item to suspense account, they have done all 
that is necessary, failing to understand that unless the suspense 
account is wiped out by profits, or a reserve created against it 
from the same source, the balance sheet may be just as misleading 
as if no transfer had occurred, and I imagine not many credit 
statements are offered where a reasonable allowance for shrink- 
age in accounts is made. 

4. The equally common practice of including with accounts 
receivable from customers, amounts over-drawn by employees, 
relatives, and members of the firm; sometimes indeed, current 
salary drawings are so included although they have been fully 
earned. In this class also come disputed accounts, carried as re- 
ceivable, but actually entitled to credit, and in no sense assets. 

5. Failure to charge wasting assets such as buildings, mach- 
inery, leaseholds, patents, etc., with adequate depreciation so as 
to distribute equitably the loss incident to their ultimate extin- 
guishment. 

6. The very common practice of inventorying stock on hand 
at selling prices, when, as a matter of fact, the merchant or manu- 
facturer who is fairly entitled to extend his entire inventory 
at cost even, is an exceedingly fortunate man. In how many in- 
ventories by country merchants is due allowances made for shop- 
worn or out-of-date goods? 

I have had opportunity to examine only a few of the various 
forms of credit statement in use by Chicago houses, but these 
few have appeared to be open to some very serious objections. 
Most of them appear to have been devised with more or less 
legal skill, with the apparent object of serving as a basis 
for criminal prosecution of a defaulting debtor for obtaining 
goods under false pretenses, the pretenses in the case being the 
statements as to assets, liabilities, etc., as set forth in answer to 
printed questions. I believe that it is universally admitted that 
very rarely have successful criminal actions based on such state- 
ments been maintained, owing to the difficulty of proving both 
misrepresentation and intent, so that while a statement in this 
form may have some moral effect on the applicant for credit, 
it can hardly be relied upon in case of trouble. 
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The first question usually calls for “stock on hand” or “in- 
ventory at value” with nothing said as to how valued, age or 
condition, and the optimistic merchant fills in the figures as the 
case requires. 

Next comes “open accounts” or “accounts receivable” with 
the same considerate silence as to age, consideration given or 
probability of ultimate collection. 

This indefiniteness seems to extend to most of the other items 
of assets and liabilities, and no form which I have seen is in shape 
to compel a definite statement of condition, even from an applicant 
who is reasonably inclined to make a fair and conservative show- 
ing. The information which such a blank would draw from a 
man desirous of taking advantage of technicalities, or ignorant 
of the unfair showing made by his own improper balance sheet, 
might be little better than that furnished by a downright rascal. 

I am very well aware that the pressure of competition is so 
severe that much has to be taken for granted, for fear of offend- 
ing your trade by “getting too personal,” but it would certainly 
puzzle the hypothetical “Man from Mars,” to contemplate a busi- 
ness system under which one merchant is expected to invest 
largely in the business of another with no better knowledge of his 
condition than is often obtainable. 

In times of prosperity and expansion like the present, the con- 
servative is apt to be classed with the pessimist, but we must not 
lose sight of the fact that prosperity mever yet has failed, by its 
very existence, to produce its own reversal; extravagance and 
speculation, followed by disaster and stagnation, make the cycle 
of business experience in America, and the climax has recurred 
with surprising regularity. 

The public accountant ought to be and almost always is a 
conservative, but should never be a pessimist, although he is 
compelled to depreciate claimed assets and to cut down apparent 
profits in a hundred cases, to one where the facts justify the op- 
posite course, and his co-operation can be counted upon in the 
campaign of business education which is already beginning. 

Much can be done through the activity of your local and 
national associations towards educating the trade, and showing, 
even enforcing, the necessity of better accounting methods, and 
more accurate knowledge of conditions, which would benefit not 
alone the individual debtor or creditor, but the whole business 
structure. 
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It is frequently stated now-a-days that business morality is 
declining and, indeed, there are too many evidences of it to be 
regarded with complacency ; suspicion and distrust are increasing, 
and the public is beginning to demand with one voice, to be 
“shown” in regard to everything in which it has a financial inter- 
est. Thorough publicity—all the facts and figures translated into 
the vernacular—is the only remedy, and it requires the services 
of the skilled and conscientious accountant, who is the natural 
enemy of the fake promoter, the grafter and the manipulator. 

I am not so visionary and unpractical as to suggest to you 
the general employment of accountants to determine the actual 
condition of debtors, present or prospective, but there are special 
cases where such action would doubtless be of great benefit to 
both parties. It would seem from the cordial relations existing 
among you, that in such cases joint action might sometimes be 
taken to the general advantage, and this is especially true where 
a failure has occurred or is known to be imminent, with the pos- 
sible result of saving both the accounts in jeopardy, and the busi- 
ness and reputation of an honest but unfortunate debtor. In 
“post mortem” cases, the assistance of a competent man is often 
greatly needed, though usually neglected, especially in bank- 
ruptcies of a questionable nature, where the employment of a 
skillful investigator would make a great difference in the amount 
of dividends. It is no unusual thing for the appearance of an 
accountant in such a case to be followed by an early settlement 
or a composition much more favorable than was at first pro- 
nounced possible; and it is undeniable that neglect to promptly 
examine their accounts has aided many fraudulent debtors to 
escape punishment, with abundant means to start again. The 
usual practice regarding failures is to turn the matter over to the 
lawyers, who are notoriously, and all but universally, ignorant of 
accounts, in principle and in practice. It is usually considered to 
be throwing good money after bad to employ some one capable of 
getting at all the facts, but I am firmly of the opinion that there 
are plenty of cases where the accountant alone would ac- 
complish more for the creditors than the lawyers alone, and very 
many, where the co-operation of both would produce results 
more than justifying the added expense. 

So much for the customers’ or debtors’ side of it. Now, as to 
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your own internal affairs, the public accountant offers assistance 
of value in several directions. First, in the audit of accounts at 
stated periods, not only for the purpose of declaring the results of 
the business operations and detecting errors, both of detail and of 
principle, but as a preventive of temptation and opportunity for 
wrong doing by employees. 

The periodical audit is becoming so general as to require no 
argument in its favor, but I trust you will permit me to offer a 
pointed quotation on the subject, from that inimitable writer, 
George Horace Lorimer, in his “Old Gordon Graham.” 

“The great secret of good management is to be more alert to prevent 
a man’s going wrong than eager to punish him for it. That’s why I centre 
authority and distribute checks upon it. That’s why I never had any 
‘Honest Old Toms,’ or ‘Good Old Dicks’ or ‘ Faithful Old Harrys’ 
handling my good money week-days and presiding over the Sabbath- 
School Sundays for twenty years, and leaving the old man short a hundred 
thousand, and the little ones short a superintendent, during the twenty- 
first year. 

“It’s right to punish these fellows, but a suit for damages ought to 
lie against their employers. Criminal carelessness is a bad thing, but 
the carelessness that makes criminals is worse. The chances are that, 
to start with, Tom and Dick were honest and good at the office and sincere 
at the Sunday School, and that given the right circumstances, they would 
have stayed so. It was their employers’ business to see that they were 
surrounded by the right circumstances at the office, and to find out 
whether they surrounded themselves with them at home. 

“A man who’s fundamentally honest is relicved instead of aggrieved 
by having proper checks on his handling of funds. And the bigger the 
man’s position and, the amount that he handles, the more important this 
is. A minor employee can take only minor sums, and the principal harm 
done is to himself; but when a big fellow gets into you, it’s for something 
big, and more is hurt than his morals and your feelings.” 

So much as to why an audit is desirable. Now as to the when 
and how. 

The usual practice of having an annual audit after the close of 
the fiscal year, has for its principal reason, the desire for a certifi- 
cate covering the results of the year and the financial conditions at 
the end of it, and while these considerations are too important to 
be overlooked, they really cover only a part of the benefit which 
an audit should secure.’ 

By adopting a fixed time for the examination, a large part of 
its moral effect on the employees is lost. The man who is tempt- 
ed, knows just how many months he will have in which to return 
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the amount he. finds it necessary to “borrow” temporarily, and it is 
quite easy sometimes to account for the absence of vouchers, or 
the failure to explain peculiar entries by lapse of time or changes 
in the personnel of the office. 

Since a large majority of business houses make their fiscal 
pe1.od correspond to the calendar year, these annual audits present 
a grave problem also, to all accountants having a considerable cli- 
entage. The attempt to crowd three-fourths, or even one-half, the 
auditing into January or even into December, January, and Feb- 
ruary, must result in disappointment in one way or another. The 
conscientious employing or managing accountant must refuse to 
certify to a report not based upon the work of capable, trained as- 
sistants, of whose reliability he is fully assured. How, then, is he 
to meet a condition calling for the execution of four or five times 
as much work in January as in any other month of the year? 

Manifestly, he has three alternatives—first, refusing or delay- 
ing the work offered ; second, employing a larger staff than he can 
use steadily, at an expense which must eventually fall on his 
clients ; or, third, employing temporary assistants at a time when 
every other accountant is trying to do the same thing, and with 
most unsatisfactory results. 

The only practical way to avoid these difficulties and at the 
same time secure the full benefit of an audit, is to have the exami- 
‘ nation made three or four times a year, at dates selected by the 
accountant, and without notice. This will not only secure the best 
quality of service, by a permanent, well-trained staff, but will im- 
prove discipline and produce a condition of preparedness in your 
office which is most desirable, I might say, in many cases, invalu- 
able. The annual statements and certificates will then be forth- 
coming with much less delay and under these conditions permit- 
ting ample attention to this important feature. 

The selection and engagement of an auditor is another point 
worth considering, as here the best methods are not always adopt- 
ed, especially by those who have never before had work of this 
kind done. There is a tendency to apply the same rules to nego- 
tiations for this sort of service, that would be proper in contract- 
ing with a carpenter or a plumber, but which the employer would 
never dream of applying to dealings with his attorney or physi- 
cian. 
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Upon a first engagement it is usually quite impossible to esti- 
mate the time required for an audit, and the attempt by the ac- 
countant to do so in competition is nothing but a guessing contest, 
where the worst guesser stands to win, and his employer is pretty 
sure to lose. 

Accounting work of the best grade, and of course no other is 
worth having, is not a proper field for competitive bidding, for the 
reason, among others, that the employer is rarely in position to 
judge the quality of the services he receives; in fact, he is often 
less able to do this than in the case of his lawyer or doctor. 

That the employer, in arranging for his first audit, should feel 
the need of definite figures before undertaking the experiment, is 
not at all strange, and this need can properly be met by an out- 
side price, subject to reduction if possible, on a per diem basis. 
The fear, that in the absence of a definite agreement the work will 
be unduly prolonged, has little foundation as regards reputable 
accountants, who value a permanent client too highly to increase 
his expense unnecessarily. 

Choose your auditor, therefore, in the same way you do your 
lawyer, and if he is not worthy to be trusted to render an honest 
bill, he certainly is not the man to be allowed an intimate knowl- 
edge of your business. 

Formerly, when bookkeeping and business were conducted 
more simply, it was the province and duty of the auditor to sug- 
gest improvements in the methods of conducting office work, and 
to a limited extent this is still true, but the modern office organiza- 
tion touches so many departments and its relations are so com- 
plex, that the knowledge which may be gained from an ordinary 
audit is not sufficient to warrant much detailed advice of this sort. 

Conservative accountants are therefore somewhat chary of 
suggesting changes which might easily be proven impracticable, 
because of their effect on the sales department, the shipping room, 
or the factory. 

Perhaps the most valuable service that an accountant can ren- 
der a merchant or manufacturer is in reorganizing, or, as it is 
commonly called, “systematizing,” his office and store or factory 
detail so as to secure at all times the fullest information as to the 
progress and condition of the business, costs, economy in opera- 
tion, and safeguards against error, peculation, and loss, with the 
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least possible outlay for clerical labor. This branch of the profes- 
sion is in reality. a specialty and is not undertaken by all account- 
ants, since it requires in addition to a full measure of accounting 
skill and experience, a certain special aptitude, or inventive ability 
for entire success. 

Such service must not be confounded with that offered by 
certain manufacturing stationers and dealers in specialties, whose 
skill and experience, a certain special aptitude or inventive ability 
methods are in strong contrast to those of the reputable, profes- 
sional designer, who will have nothing to say as to where the sup- 
plies he may prescribe are to be obtained, and who will under no 
circumstances violate the ethics of the profession by accepting a 
commision on purchases which he may be required by his client 
to make. 

Finally, the opportunities and experience enjoyed by the pub- 
lic accountant of large practice, specially fit him for giving advice 
upon financial and practical business questions of great delicacy 
and importance, and in this direction, as in every other, the hori- 
zon of the profession is rapidly broadening. The consulting ac- 
countant is already an important factor in the world of affairs, 
sharing honors and emoluments with the business and corporation 
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A New Conception of Accountancy. 
By Cuartes N. C. P. A. 


Centralized control of scattered properties under the owner- 
ship of a holding company is a comparatively new proposition, 
and has not reached that stage of completeness that should exist 
in business. Such control is, however, not only entirely feasible, 
but it is indispensable to the realization of the large profits at 
which consolidation aims. My purpose in this article is to show 
how the accountant may assist in developing and operating such 
systems of control. Such a position, it may be argued, implies 
that the accountant must understand the details of the business, 
and many accountants will contend that they already are called 
upon for advice upon more subjects than the members of any 
other profession, and that it is impossible for them to understand 
the workings of a business outside of the results of management 
as shown by the books. This objection is fundamental and must 
be carefully examined. 

The lawyer, to be of any value to his client, must have a full 
knowledge of law applicable to the case presented, and past busi- 
ness interests have developed specialists in the law, whose fees are 
only governed by themselves, while still there is plenty to do for 
the great majority of the workers in that profession at fair re- 
muneration. The physician must have a thorough knowledge of 
his patients’ailments, and how to alleviate them, but that profes- 
sion has developed specialists whose fees are likewise of their own 
making, while yet there is room for the general practitioner whose 
services yield him a comfortable income. The engineer of excep- 
tional ability, the man that can “do things,” becomes the head 
of his profession, and the term “consulting engineer” means that 
you will pay his price for his services, and yet there is sufficient 
employment at remunerative prices for the general engineers. 
The fact that a professional man is a specialist in one branch of 
his profession does not mean that he is deficient in other branches 
—he must be a good practitioner—but that he is thoroughly con- 
versant in one particular matter in all its possible bearings. 
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How does the accountant stand in respect to specialization 
compared with other professions? It is granted that accountancy 
as an acknowledged profession is new, in fact it has hardly reach- 
ed its legal teens; but since its recognition business interests have 
so changed and so many new demands have been made upon the 
profession that there is very little of its original outlines. The ac- 
countant who has not kept in touch with the requirements of the 
day, finds his occupation gone, and wonders why clients drop 
him, as he is still positive that he is a first-class bookkeeper. The 
principal use of the accountant, or, rather, advanced bookkeeper, 
was formerly to straighten out tangled books, and detect thieving 
bookkeepers. All this has changed, however, and the business 
man, especially the man at the head of large enterprises, expects 
that the accountant should furnish him expert opinions as to the 
progress and status of his affairs. 

A statement of earnings can be made out by any bookkeeper 
just as intelligently as by an accountant, but the statement of 
earnings only represents what one management has done, and the 
accountant should be in such touch with the business he examines 
that from his knowledge and experience he is able to tell his client 
what should be the result, and wherein the saving could be made. 
Comparisons of operating cost and income, from year to year or 
month to month, in showing increases or decreases of the same 
or different managements, may be interesting reading, but is ut- 
terly worthless as to the capabilities of the company, consequently 
no great value for services can be demanded by the accountant 
unless he can show wherein savings can be made, which he can 
only do by a thorough knowledge of the business. 

It would be folly to assert that the accountant has not proved 
himself of great value to the business community in the prepara- 
tion of simplified forms, etc., which meet the requirements of 
business as they arise, but have they accepted the conditions de- 
manded of their profession, or are they content to remain mere 
analysts of books, showing in complicated technical reports what 
some management has done, with no ability to tell what should 
have been done? 

There can be no doubt that the want of knowledge of the 
needs of a business seriously interferes with the devising of sys- 
tems of account. To illustrate: A certain large corporation em- 
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ployed the services of one of the brightest accountants in the pro- 
fession to install a cost system. He, after thoroughly going over 
all the works on accounting relative to the particular business in 
hand, and consulting with those who were supposed to be familiar 
with such matters, devised a beautiful system ; that is, in theory, it 
was absolutely perfect, but it failed to work. He had failed to 
provide for certain details, on account of his unfamiliarity with 
the details of the business, and these omissions made his system 
valueless, until these details were provided for. This could not 
have happened had our accountant been practically conversant 
with the business, and the frequency of these failures raise a 
doubt in the mind of the layman as to the status of the accountant, 
judging his professional standing by the results of his work. 
The question my be asked, why is it necessary for an account- 
ant to fully understand the business he is dealing with, as able 
men are placed in charge of a business who must know more 
about the matter than any accountant can possibly know or learn? 
This question implies ignorance of the characteristics of the 
average business manager. The prime factors in all enterprises 
are efficiency and economy. Efficiency without economy results in 
failure and economy without efficiency, while it may not result in 
actual failure, so contracts a business that proper results cannot be 
obtained. The manager who combines these two qualifications is 
a rarity, a valuable and much sought after man, who can command 
his own price. This being admitted, it is not difficult to see the val- 
uable aid that an accountant can give who understands how mat- 
ters should be handled to produce the best results to the great ma- 
jority of business enterprises. To the manager whose aim is effi- 
ciency to the neglect of economy, the accountant can show how ef- 
ficiency is overdone, and to the manager whose strong point is 
economy he can show that small pay rolls, or the working of 
worn-out machinery, is bad policy. The fact that all large under- 
takings have auditing departments in which statistics covering the 
most minute details are carefully kept and scrutinized, is probably 
the best argument in favor of the claim made in this paper, and it 
may be a question whether the head of such a department may 
not with propriety claim to be a professional man, and entitled to 
be ranked among the highest class of accountants. 
A few of the matters that should claim the special attention of 
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the accountant are: Corporation formation, banking, public 
utility companies, municipal accounting, and manufacturing. 
Every accountant should select from these some particular calling 
and thoroughly cover it in detail, and thus become of far more 
value to his client than it is possible for him to be if his knowledge 
is confined to the accounting only. There are accountants’ offices 
in which this has been successfully done, and with good results 
to both the works manager and the owners, as well as great bene- 
fit to the accountant. 

In order to fit himself for the advanced practice of his pro- 
fession, the accountant must first become thoroughly acquainted 
with the business, and should know the best results that have been 
obtained, and he should strive to get his client’s business to that 
point. He must so formulate his classifications and reports that 
he will be enabled to detect wherein an improvement can be made. 
He must be in such accord with the manager, that his suggestions 
will command respect, and he will receive that respect if he can 
show he deserves it, and is working for the benefit of the manager 
as well as the owner. 

It will probably be granted that no academic course can be 
more than preparatory, laying the foundation for further study 
and experience to complete, but if the academic course is supple- 
mented by instruction as to the whys and wherefores of business, 
it will go much further in laying a broader foundation than the 
mere technical education as to methods of accounting. The Eng- 
lish system of accounting instruction, covering years of study and 
practice in an accountant’s office, covering accountancy and law 
to a large extent, will not fit men for the American profession if 
the American profession adopt the view of this article. They may 
be very proficient in the principles of accounting, and make out 
intricate reports in the best technique, but the office study does not 
fit them for the broad demands made on accountancy in the 
United States. Under new conditions accountancy in England 
is a secured profession, owing in a great measure to its invasion 
of the lawyer’s field, but the American accountant who has no 
such secured profession must create his opportunities by fitting 
himself to grapple with the complicated problems which every 
business presents. 
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Economic Aspects of Accounting and Auditing. 
By F. W. Larrenvz, C. P. A. 


Although the United States courts have held that accountancy 
is not a profession and that the accountant is subject to the Alien 
Labor Laws, there are those en; .ged in the work who look upon 
their avocation as a profession and who contribute much time 
in an endeavor to put the calling upon a higher plane. A great 
deal has indeed been accomplished in that direction within the last 
decade, and the public accountant is gradually emerging from 
that condition which brought upon him the odious appellation of 
“bookkeeper out of a job,” 

It must be admitted, however, that only of late years has there 
been anything like an attempt to place some restriction upon the 
persons engaged in public accountancy, and that before this was 
done, everyone appeared to be free to enter upon that class of 
work whether he had the necessary training or not. The conse- 
quence was that under the guise of accountancy many sins were 
committed, and it was but natural that business men should look 
down upon the class as a whole, as unworthy of confidence and 
their statements of little value. Now, many States of the Union 
have passed appropriate laws under which the accountants may 
qualify and obtain certificates from proper governing boards 
designated by the legislatures, which permit them to adopt certain 
designations, such as certified public accountant, or others of 
similar import; and which prohibit those who have no such 
certificate to designate themselves as such. 

Of course, the profession is still in its infancy in this country, 
and it will require much patient labor on the part of those who 
are striving to perfect proper codes for the guidance of account- 
ants so as to surround the business community with proper safe- 
guards to prevent imposition on the part of the people who may 
endeavor to pose as qualified to advise and guide men of affairs, 
to invent and perfect systems of accounting, to instruct the 
clerical help in offices to properly record the routine transactions 
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and bring them to a focus, and to audit and criticize the accounts 
and the results shown thereby. Many steps are being taken in 
the right direction, however; a number of the universities of the 
land have inserted accountancy in their curriculum among the 
professional studies—which means that those who enroll them- 
selves for the purpose of becoming learned in the profession are 
not only taught the art of account-keeping, but in connection 
therewith, matters intimately connected with this branch of ap- 
plied mathematics—such as law and economics; for it must be 
apparent to every one who gives the matter thought that to be 
properly qualified as an accountant—that is, to be able to act in 
an advisory capacity to the business man, to the lawyer, to the 
banker, to officers of states and municipalities—a person must 
have more than a mere knowledge of mathematics ; he must have 
a wide knowledge of business affairs in general, of the economic 
principles underlying commerce and finance; he must know suf- 
ficient commercial law, at least, to intelligently comprehend what 
is wanted in cases where accounts are under investigation or pre- 
sented for adjudication. It follows, therefore, that the study of 
accountancy in the higher schools will enable the coming genera- 
tion to more fully meet the requirements, which as time goes by, 
will be more exacting, inasmuch as more will be entrusted to the 
accountant—more will be expected of him—than the present gen- 
eration, which had to get its knowledge in the school of practical 
experience, having no means to get a foundation for the wide 
knowledge required in the profession, the only schools teaching 
the art of bookkeeping being the business schools, which, as we 
all know, are below the standard hereinbefore set out—in fact, 
they are merely preparatory, so to speak, to fit the youths of the 
land for ordinary office duties. 


ez Accountancy, to my mind, is not only applied mathematics, 


but also applied economics. The accountant must know the 
theory of value in order to properly understand his profession ; 
and here is where he must consult the economist. He should 
guard against becoming a theorist pure and simple, however. It 
is necessary for him to be practical in the application of theory. 
He must know, for instance, when to stop in his analytical work, 
sO as not to burden a business with detail that it is unable to carry. 
In other words, he must learn to adapt system to business and not 
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business to system. Many theories, as we all know, are excellent 
when hypothetical questions are concerned, but when they are put 
into practice they are too cumbersome and unbendable, and, there- 
fore, fall beside the mark. 

Now, the accountant, while he, as a rule, understands the art 
of bookkeeping, is more than bookkeeper. He is the person who 
is employed to study business problems and to suggest proper 
methods of recording business transactions and to record them in 
a manner which will show with the least possible minutia, the 
trend of business, the results of business, the status of business. 
When his work in that direction is finished, it falls to the lot of 
the bookkeeper to carry on the work of recording transactions 
that are entered into from time to time in the manner prescribed 
by the accountant, who thus becomes his instructor; and at 
stated intervals thereafter, the accountant should be summoned 
for the purpose of criticizing the work of the account-keeper ; for 
the purpose of setting up the results of the business transactions 
for a given period; for the purpose of ascertaining the status of 
the business. And when he acts in that capacity he performs the 
duties of an auditor. 

The documents in which the accountant sums up or epitomizes 
the transactions recorded for any given undertaking are the bal- 
ance sheet and the profit and loss account. The balance sheet 
shows, on the one hand, the goods that are owned by the business, 
and commonly described as assets. Now, the setting up of the 
assets in the balance sheet means merely the making of an in- 
ventory of the things owned ; but in order to do that the account- 
ant must set a value upon them. Here is where the knowledge of 
the accountant is put to the severest test, for it means not only the 
valuation of commodities of readily ascertainable value, such as 
cotton, iron, timber, wool, grain—for it is not difficult to consult 
market reports of these staples; indeed, knowledge as to these 
is available to the humblest now ; so much so that even the growers 
of cotton and grain obtain daily advices as to them, and endeavor 
to shape their affairs accordingly—but he must know how to deal 
with the difficult problems of used machinery, dilapidated build- 
ings, and that mose elusive of all assets, good will. 

On the credit side of the balance sheet he will set up the debts 
for which the goods owned are under lien, so to speak, and which, 
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in case of liquidation, must be deducted from the results gained 
in the disposition of the goods. If the goods are more than suf- 
ficient to meet these liens, the residue will be the net worth of 
the proprietor—the capital of the proprietor. The balance sheet, 
therefore, states the condition of wealth. 

The net worth of the proprietor at a given time, when com- 
pared with his net worth at a different date, will show the increase 
or decrease in his wealth—or his profit or loss during the interim 
—and the reasons for such change will be found in the profit and 
loss account, for it states the flow of wealth during a given period. 
That is to say, transactions are entered into by the proprietor at 
a certain cost, and the difference between the wealth that comes 
to him and the cost of production of that wealth, is his profit or 
loss, as the case may be. It is usual for this account to be sub- 
divided in accordance with the nature of the business. Ordin- 
arily the gross profit is shown in a trading account, which really 
is part of the profit and loss account, however. This trading ac- 
count shows, on the one hand, the turnover or sales, less trade dis- 
counts and returns; on the other, the cost of goods less trade dis- 
counts, the selling expenses and cash discounts on sales; the re- 
mainder is the gross profit, which is brought forward to the second 
section of the profit and loss account. Here are added any items 
of income not connected with sales nor derived from capital. 
Charges against the total thus ascertained are rents, taxes, man- 
agement expenses, losses by reason of bad debts, depreciation— 
the remainder is carried forward to the third section of the account 
as a balance, which indicates either a profit or loss from the ordin- 
ary business transactions. In this third section are exhibited in ad- 
dition thereto, income from capital, such as revenue from invest- 
ments, interest earned, cash discounts; and on the reverse side, 
expenditure for interest on loans. The remainder would indicate 
the net profit or loss of the business, and, as such, is carried into 
a fourth division of the account which shows, in addition to 
interest on capital, the disposition of the profit or loss after such 
charge of interest on capital. 

It will be seen from the facts set forth in the profit and loss 
account as a whole are: 

1. The business done—where it is handled by different de- 
partments, departmentally. 
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2. The cost of the sales—on the same basis as the fore- 
going. 

3. The gross profits departmentally, and as a whole. 

4. Management expenses, which would not vary greatly 
with the value of business. 

5. Profit or loss—on the theory that sufficient capital is 
invested in the business. 

6. The net result, profit or loss, after all allowances. 

Here, then, we find mathematics and economics going hand \ 
in hand in aid of the accountant; for in the theories on which he 
bases his mathematical conclusions we recognize the theories of 
the science of economics. The themes of the economist, such as 
capital, profit, income, expenditure, value, property, labor, are 
the terms employed here. The forecasts of the economist, based 
upon economic principles, are, by the accountant, brought into 
contrast with the actual results attained. These results ought to 
be studied by the economist, it seems to me, so that he may keep 
abreast of the times, because the factors in the production and 
distribution of wealth change and calculations based upon ancient 
conditions must necessarily be modified to meet the present. The 
proprietor or manager of a business engages accountants for the 
purpose of obtaining an independent resume of his business—a 
resume based upon logical and scientific principles—deductions 
made from results shown. In other words, he is not content with 
knowing the results; he must know the reasons therefor if he 
would forge ahead. He must be prepared to adjust his affairs 
from time to time to meet contingencies. The more reliable 
his records are, and the more comprehensive, the more readily is 
he in position to determine the proper course to pursue. 

He seeks the aid of the professional accountant for the pur- 
pose of arranging for him a proper system of accounts, an 
adequate system, one that will expand automatically as his busi- 
ness expands; not one that will need constant additions. The 
fact is, his business has grown rapidly, and his accounting 
methods have been neglected and have not been looked after as 
closely as has the making of the business. This is natural; it 
is always thus. Few men realize the value of accounts until 
something out of the ordinary takes place, a defalcation, a lack 
of ready assets in the face of a large turnover. When informa- 
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tion is desired as to reasons for such conditions, they cannot be 
ascertained without great cost, and, above all, without much 
anxious waiting. After all, it is the business man who is able to 
have laid before him his accounts, in such detail as may be de- 
sirable, who is in position to grapple with changes in condition to 
advantage. Some concerns appear to succeed not because of 
good business practices, but nothwithstanding the fact that they 
are loosely conducted; but the majority of failures are attribut- 
able to this fact. Furthermore, while defalcations take place in 
institutions that are conducted in accordance with modern meth- 
ods, the great majority of cases occur where laxity is the rule. 

The accountant has become a necessity to the business man 
in every walk of life. The growth of commerce, the great strides 
that have been made forward in every direction, have brought 
him to the fore as never before. He is needed in the production 
and distribution of wealth. Take the production of wealth. The 
economic writers tell us that all wealth is drawn from the earth; 
= mankind forever seeks to extract wealth in one form or 

nother. The incentive in every instance is gain. Man unceas- 
ingly seeks to supply something to himself and for the purpose of 
exchange with his neighbor for that which the neighbor pos- 
sesses and he desires. Before commerce became what it is to- 
day—that is, before the invention of swiftly-moving carriers— 
the individual produced only when it was necessary for him to 
consume, and he was, therefore, engaged only part of the time. 
Man in his original state went hunting only when he was hungry, 
and, having been successful in procuring game, rested and con- 
sumed that game before he would undertake another expedition. 
The farmer aimed to produce from the soil sustenance and 
clothing for himself and his family. But in order that these in- 
dividuals might bring from the earth the things desired, it was 
necessary to have implements, and these were made for them 
by those who delighted in making such articles, and who became 
skilled in the art of manufacture. Some one commodity was 
exchanged for another. This condition led finally to a standard 
of value which sometimes meant cattle, hides or other products 
which were difficult of handling; and man hit upon the idea of 
using precious metals, which were more or less rare and were 
readily transported. These metals were handled in the shape of 
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bullion for a long time, and then the state undertook to cast 
pieces of metal into forms of certain weight and fineness and the 
stamp of the state was a guaranty thereof. The treatment of 
values in money enables the accountant to apply to the analysis 
the rules of arithmetic because values when they become prices, 
become arithmetical quantities. 

Money, however, although it is used by the accountant as a 
means of comparing values, has in a way become less active be- 
cause of the system of credits which has been invented by ex- 
perience, and which now takes the place of money in trades. In- 
deed, it would be impossible for business to be carried on without 
credit. And here is where the accountant is required to use his 
skill to adjust the transactions in the business world. How 
would it be possible for those engaged in ‘the production of 
wealth to make progress without a proper system of accounts 
to guide them? If they are manufacturers, their principle con- 
cern is, necessarily, the cost of production; if mining, the cost of 
extraction and transportation. Then, in the distribution of 
wealth and exchange, consider the intricate net-work of trans- 
actions of railway and other systems of transportation ; the inter- 
change of freight; the prepayment, in some cases, of the cost of 
transportation of goods that are sent over the lines, not only of 
the carrier accepting the goods as freight, but of connecting lines ; 
the distribution of the charge made for such transportation; the 
keeping track of cars that are run from one center to another 
over lines owned by different carriers and which must be kept 
account of for the purpose of crediting the owner with mileage. 
Consider the transactions of banks between themselves and with 
the public, checks or drafts taking the place of money, and the 
whole making a gigantic system of credit. What order must 
here be kept in connection with these various transactions; for 
if anything goes wrong in any direction, the whole machinery is 
thrown out of gear. 

In every direction, then, the services of the accountant are 
needed. The field of his activity is practically unlimited. Im- 
agine, if you please, the work there is in connection with the proper 
systematizing of cost accounts—the keynote of the manufacturing 
situation. Every day clients are made by former ones whose 
affairs have been put in satisfactory order. 


485 


; : 


The Journal of Accountancy. 


Commerce is growing daily, and in proportion to its growth 
the accountant must move forward to meet the new conditions. 
It goes without saying that as time goes by his functions will be- 
come more and more important to the community at large, and 
greater responsibility will be thrust upon him in the course of 
events. He must place himself in position to meet these con- 
tingencies when they arise. He must fit himself to be in position 
to render proper service. 

Honor and integrity are the keynotes to the situation, how- 
ever ; and common sense must be one of the constituent parts of 
the make-up of the accountant who would rank above the aver- 
age. There must be found a medium between theory and prac- 
tice, too much of either is bad. 

Let the man of business look well before he entrusts his af- 
fairs to anyone for the purpose of investigating or systematizing, 
lest he be dissatisfied with the attained results. Let the account- 
ant look to it that he uphold the dignity of the profession by 
rendering proper service in every instance. And in conclusion 
allow me to say that, above all, the accountant should be, like 
Czsar’s wife, above suspicion. 
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Notes on Some Problems Relating to the Accounts 
of Holding Companies. 
By ArtHurR Lowes Dickinson, M.A., F.C.A., C.P.A. 


Consolidations are frequently carried out by means of the 
formation of a holding company which purchases not the physi- 
cal property of the concerns which it is proposed to consolidate, 
but the stocks of the corporations owning the various properties. 
This condition raises some questions of principle the great im- 
portance of which is not fully realized at the present time either 
by the public or by a large number of the members of the ac- 
counting profession. 

WORKING CAPITAL, 


There will frequently be found in the agreements and contracts 
upon which the organization of the holding company is based, 
a clause declaring that the stocks or properties purchased are of 
a certain value, and that in addition to turning over to the 
coinpany these stocks and properties, the vendors will also pro- 
vide a certain sum in cash for working capital. A common, and it 
would seem almost the usual, practice among the legal profession 
is to consider that the working capital so provided is a profit 
to the new corporation, and some authorities even go so far as 
to claim that if there were no earnings available from any other 
source it could be distributed by the holding company as a 
dividend on its capital stock. Inasmuch as profits can only) 
result from the acquisition of commodities and their sale either in| 
the same or an improved condition, it would seem fairly obvious | 
that the new holding company could only make profits and de- 
clare dividends out of the earnings of its subsidiary companies 
accrued subsequent to the date of purchase, and that inasmuch/ 
as the working capital so provided by the vendors came either 
out of their own funds or possibly out of the surplus accumu- 
lated before the date of the contract for sale by one or other 
of the purchased companies, this sum could not in any sense be 
profits, but must be considered as a reduction of the cost price 
of the properties and should be so treated in the balance sheet 
of the holding company. 
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DIVIDENDS OF SUBSIDIARY COMPANIES. 


It is clear that it is within the power of each of the subsidiary 
companies to declare dividends at such times as their directors 
may think fit and out of surplus in whatever period accumulated. 
The holding company has acquired the stock of these companies 
on a certain date, and this stock is represented by the surplus 
of assets over liabilities of the subsidiary company at that date. 
The only possible assumption is that the price paid for the stock 
took into consideration its then value and was made up therefore 
of the surplus of assets over liabilities at that date together 
with such sum for goodwill as the purchasers might consider 
it worth. A declaration of a dividend out of assets existing at 
that date, although in the books of the subsidiary company those 
assets might be represented by surplus and not by any liability 
to the stockholders, is clearly a return to the holding company 
of a portion of the assets purchased; or in other words—a return 
of part of the purchase money; and other things being equal the 
stock of the subsidiary company owned by the holding company 
is by reason of that one transaction of a less value than it was, 
by exactly the amount of dividends so distributed. It seems 
clear, therefore, although legal opinions have been given to 
the contrary, that the holding company is not entitled to consider 
dividends so distributed as part of its earnings but must credit 
them in reduction of the cost of the stocks purchased. 


CONSOLIDATED BALANCE SHEET. 


The method of forming a new corporation by means of a 
holding company owning the stocks of other corporations as 
described above, has called for a new form of balance sheet 
which will clearly set forth at any time the conditions so created. 
It may be asked, wherein lies the difference between a cor- 
poration holding a large portion only of the stocks of other 
companies and a corporation owning the whole thereof or such 
a substantial proportion that it practically controls the opera- 
tions? The reason for the difference is, first—that the di- 
rectors of the subsidiary company are necessarily the nominees 
of the holding company, and that consequently the whole group 
of subsidiary companies is in effect managed in exactly the same 
way as if they were integral parts of the organization of the hold- 
ing company without the legal fiction of separate companies. Then 
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again, where the control of all the companies is practically vested 
in the same board of directors it is easy and may be perfectly prop- 
er for one company in the consolidation to loan money to another 
without security, in a way which would be entirely improper if the 
companies were ¢ndependent, and such loan, which would be 
treated as a current asset of the holding company, might be repre- 
sented in the balance sheet of the subsidiary company by capital 
expenditures or even by losses and is not therefore an available 
asset. Moreover, the publication of a balance sheet of the hold- 
ing company by itself will not disclose the liabilities which 
subsidiary companies may have incurred to outsiders to large 
amounts for the preservation of the property of the holding 
company. In fact, it may be said that in such a case the mainte- 
nance in the books of the holding company of the stocks of 
the subsidiary companies at original cost is not correct, for the 
reason that the directors have a ready means in their possession 
of adjusting these values to conform exactly to the results of the 
operations of subsidiary companies. Any appreciation or de- 
preciation therein due to conditions entirely outside of the or- 
ganization should clearly not be taken into account for the reason 
that such can only be realized by an actual sale of the stocks or 
properties to parties outside; but any appreciation or depreciation 
due to operations within the group or to profits or loans realized 
upon purchase from or sales to outsiders must result so far asthese 
transactions are concerned in a corresponding change in the 
values of the stocks owned by the holding company and should 
be reflected in its balance sheet. These stocks are represented 
in the subsidiary balance sheets by capital assets and current 
assets diminished by capital and current liabilities; hence, if the 
balance sheet of the holding company is to show clearly the true 
position, these stocks should be divided in such manner as to 
show how much of them is represented by fixed or capital 
assets which cannot be realized without interfering with the 
operations of the whole group, how much represents fixed assets 
which can be sold if desired without interfering with the opera- 
tions ; how much is represented by current assets either necessary 
for the purpose of carrying on the business (such as inventories, 
accounts receivable, working cash balances, etc.) or available for 
immediate sale at any time (such as marketable stocks and 
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bonds) ; and lastly by how much this total of assets is diminished 
by the liabilities that may have been incurred by any of the sub- 
sidiary companies in respect thereof. When the assets and liabil- 
ities so detailed have been segregated there will still remain a dif- 
ference between the cost price in the books of the holding com- 
pany of the stocks of the subsidiary company and the net total of 
the above assets and liabilities, and this will be represented— | 

(1) By a debit of the excess above par paid by the holding 
company for the capital stock of the subsidiary company. —__ 

(2) By a credit of the surplus earnings of the subsidiary 
company accrued prior to the date of purchase. | 

(3) By a credit of the surplus earnings of the subsidiary 
company accrued subsequent to the date of purchase. 

The first of these items represents the amount paid by the hold- 
ing company for— 

(a) The surplus existing at the date of purchase by the 
holding company, and ‘ 
(b) The estimated value of the goodwill of the subsidiary 
company at the date of purchase. 

Item (2), then, clearly is included in item (1) and should be 
deducted therefrom. Item (3) represents the true surplus ac- 
cruing to the holding company out of the earnings since the date 
of consolidation. 

It will be seen that the above analysis of the investment account 
of the holding company, if given effect to and spread on the bal- 
ance sheet of that company, will give what is known as a consoli- 
dated balance sheet of all companies, provided that accounts 
due from one company to another in the consolidation are elim- 
inated; so that in the result the consolidated balance sheet will 
show the actual position of the whole group of companies in their 
relations to stockholders, and to the general public outside the 
consolidation. It is submitted that no statement which does not 
so disclose the true facts is permissible or should be allowed by 
any public accountant to be put forth over his signature. 

The following practical example will perhaps illustrate this 
point: A holding company owned the stocks of, say, ten sub- 
sidiary companies. The results of the operations of these ten 
companies for a complete year succeeding the date of consolida- 
tion resulted in a loss of $1,000,000, no company having made a 
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profit. In the same year two or more of the subsidiary companies 
had declared dividends to the amount of $500,000 out of surplus 
existing prior to the consolidation, with the result that the books 
of the holding company at the close of the year, after charging ex- 
penses of $100,000, showed a profit of $400,000, out of which 
dividends to the amount of $300,000 had been paid to its stock- 
holders. At the close of the year the current assets of the hold- 
ing company, consisting entirely of advances to subsidiary com- 
panies, amounted to say $3,000,000, while the liabilities of the 
holding company, consisting partly of loans by subsidiary com- 
panies of $500,000 and partly of ordinary current liabilities for in- 
terest, etc., of $500,000, amounted to $1,000,000. A balance sheet 
of the holding company prepared from its books, entirely ignoring 
its relations with subsidiary companies and also the fact that 
earnings can only arise from profits on their operations, would 
show surplus earnings of $100,000, and a surplus of current assets 
over current liabilities of $2,000,000. On the other hand the sub- 
sidiary companies in addition to the advances received from the 
parent company had been borrowing money outside for con- 
struction purposes and to make good losses, with a result that 
their current liabilities of $5,000,000 exceeded their current assets 
of $2,000,000 by $3,000,000, including advances to and by the 
holding company. If the whole group of balance sheets were 
consolidated into one statement the result would be that in place 
of surplus earnings of $100,000 there would be a deficit of 
$1,000,000, in addition to $400,000 absorbed by the holding com- 
pany in expenses and dividends, or a total deficit of $1,400,000, 
and in place of a surplus of current assets over current liabilties 
of $2,000,000 there would be an excess of current liabilities over 
current assets of $1,000,000. There can be no question that under 
the conditions here given a balance sheet of the holding company 
prepared without regard to the condition of the subsidiary com- 
panies would be entirely misleading to the stockholders and the 
public and would state falsely both the earnings and the position 
of the company. These two conditions could only be truly set 
forth by submitting to the stockholders and public a properly 
drawn up consolidated balance sheet. 
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The Work of the Auditor.* 


By Rosert H. Montcomery, C. P. A. 


Of all the work of the accountant, auditing is the most 
important. Many accountants are well qualified except for the 
lack of the auditor’s equipment. A man may have a good know- 
ledge of higher bookkeeping or practical accounting, and yet 
not be qualified to conduct an audit; he may understand the 
theory of accounts without being able to adapt himself to the 
intricacies of auditing; he may have a knowledge of commercial 
law and business customs relating to accounts, and yet lack the 
aptitude of the auditor. A skilled auditor will not only have all 
of the qualifications enumerated, and be able to bring to bear on 
any given problem all of the knowledge, but he must also have 
a broad education supplemented by experience. 

The average accountant cannot make a success of an audit 
unless he understands all of its underlying principles. These 
principles can only be grasped by arduous study. A successful 
auditor is no more born than is a successful surgeon. The surgeon 
does not attempt a difficult operation until he has matriculated 
in a medical college; until he has attended clinics; until he has 
assisted his seniors, and until he has passed through all the other 
elementary stages of professional training. So the auditor must 
ground himself in the elements of his profession by study and 
by holding the tools for his seniors. After all, a set of books or 
a system of accounts is very much like a human being. We see 
a man apparently in the best of health, who nevertheless is suf- 
fering from some dangerous hidden disease, which an operation 
alone will reveal. Or he may be a physical wreck and be saved 
only by skilled attendance. In no case, however, does he want to 
be experimented upon. Similarly a business man wants skilled 
help for diseases of his accounting system, and he desires to em- 
ploy none but thoroughly qualified auditors to examine the con- 
dition of his business. 


* From a lecture before the Evening School of Accounts and Finance, 
niversity of Pennsylvania. 
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In a narrow sense there are but three kinds of audits, viz: 

1. The examination which involves a mechanical checking 
of the books and records, the placing of red ink tick marks op- 
posite certain figures in certain books, and the making of like 
tick marks opposite supposedly like figures in other books; and 
the verification of a mass of footings, vouchers, &c., which enables 
the auditor to say that the arithmetical work is perfect. 

2. The examination which consists of a mere inspection of 
results; involving, as it may be, the analysis of certain accounts, 
but on unscientific lines. 

3. An examination which combines three methods: first the 
verification and testing of enough clerical work to insure its ac- 
curacy having always in mind the co-ordination of the accounts, 
the actual rather than the physical relation of one book to the 
other : second, a careful analysis of the accounts, a searching in-————~___ 
quiry into the entire organization under investigation, by a 
careful search for errors of principle as well as technical errors 
and evidences of fraud; and third, an intelligent study of the bal- 
ance sheet. 

Much harm has been done through the practice of making 
audits of the class first mentioned. A good business man with 
no knowledge of bookkeeping can make a better audit than a 
so-called auditor who does not understand how to make an audit. 
Business men can tell very soon whether an audit is worth while, 
and if it is not conducted intelligently he does not want a second 
one. The third form of audit is the only one which will com- 
mend the accountant to an intelligent client. 

The underlying principles of auditing are theoretical and 
are not subject to change to fit particular businesses or special 
systems of account. 

These underlying principles are few in number and can be ap- 
plied indefinitely. Let us examine them: 

1. The auditor must ascertain that all of the assets shown 
by the books to be on hand at a certain date are or were actually 
on hand. 

2. He must ascertain whether any other assets not on the 
books should be or have been on hand. 

3. He must ascertain that the liabilities shown by the books 
to be owing at a certain date are or were actual liabilities. 


ae 


493 


| 
| + 

| 

& 

4 + 

| 

i 

d 


The Journal of Accountancy. 


4. He must ascertain whether or not all liabilities are in 
fact shown by the books. 

5. He must ascertain whether or not liabilities so shown have 
been properly incurred. 

6. He must ascertain whether the earnings shown by the 
books are properly accounted for, and whether any of the earn- 
ings are.omitted therefrom. 

7. He must ascertain whether or not the expenses and losses 
have been properly stated and supported. 

Are these principles sufficient in given cases? 


SINGLE ENTRY BOOKS, 


No modification of the above rules is necessary. If the assets 
and liabilities are not properly set up, the auditor can build up his 
own balance sheet and proceed as if the items were on the books. 

The application of all of the above rules will, I believe, result 
in a proper audit of any undertaking. In commencing an audit 
secure a balance sheet, if one has been drawn up, together with 
the trial balance before closing. A careful survey of all the ac- 
counts shown thereon will suggest the proper procedure. After 
a little experience the auditor will be able to recognize every cap- 
tion on the trial balance, except that sometimes a “yellow dog” 
account is called “Hanover Bank” or some other misleading 
title. A glance at some of the entries is usually enough, how- 
ever, to set one straight. 


VERIFICATION OF ASSETS. 


An untrained auditor should inspect physically all assets, 
otherwise he may be deceived; but an auditor with the requisite 
training and experience will find that many assets are susceptible 
of actual verification without the physical scrutiny otherwise re- 
quired. Bank balances, for instance, may be proved without 
visiting the bank and requiring them to show your clients’ 
money, even if banks earmarked all funds in their possession. 
A bank pass book indicating a balance in excess of that called 
for the cash book is, however, by no means conclusive. Bank 
pass books are easily duplicated and forged. Outstanding checks 
may more than exhaust the nominal balance shown by the bank 
—more than wiping out the balance claimed. The procedure 
in these two instances is plain: The auditor should himself se- 
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cure the pass book from the bank or ask for a direct confirma- 
tion, even if it were balanced the day before the audit, and as 
audits are usually made at a later date than that of the balance 
sheet, an inspection of the checks received subsequently will 
probably disclose any discrepancy in the list of outstandings at 
the time of the balance sheet. It is hardly necessary to state 
that the only currency which should appear in the cash drawer 
is that issued by the United States Government. Sundry notes- 
of-hand issued by the cashier himself, or other employees, are no 
longer regarded as quite so good as gold coin of the present 
weight and fineness. 


BILLS RECEIVABLE, STOCKS, BONDS, ETC. 


After the verification of the cash, which is the most “liquid” 
asset and is, therefore, more liable to change and requires im- 
mediate attention, will come the examination of promissory notes, 
stocks, bonds, etc. Without going into details it is sufficient to 
say that no one should attempt to pass on the adequacy of se- 
curities unless thoroughly acquainted with the general laws and 
customs regarding them. This equipment includes a knowledge 
of commercial paper ; familiarity with corporate stocks and bonds 
of various kinds; enough knowledge of law to distinguish be- 
tween a third mortgage and a ground rent; and above all enough 
common sense and every day knowledge of the market to be able 
to detect false values placed upon beautifully printed certificates 
and bonds. It is quite true that the securities of many sound 
enterprises are not quoted daily, but as a rule they speak for 
themselves, and securities concerning which a trained auditor 
finds himself unable to secure any independent valuation should 
not be left to the handling of an officer who is anxious to show 
a profit. If the cost of this entire class of assets is not shown 
clearly by the books, the auditor should be careful in accepting 
the estimates of officers as to their value. In this connection it 
should be noted that all overdue or protested notes should be 
transferred immediately to the personal account of the debtor. The 
bills receivable account in the ledger is for live notes not due, and 
its use as a morgue must be condemned by every auditor. Accounts 
receivable can as a rule be valued without difficulty. If the busi- 
ness has been long established, past results can be profitably 
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used, and from these results an allowance for bad and doubtful 
debts can be ascertained. The accountant should be as generous 
as possible in this reserve. Of course all recent accounts are 
good. But were not all bad debts at one time “recent ?” 

STOCKS ON HAND. 

As an auditor acting in his professional capacity is not an 
appraiser, he is not held responsible for the value nor quantity 
of the stock of merchandise, materials or product which is 
shown by the balance sheet, unless, of course, he chooses to 
accept responsibility. In practically every audit of a cemmercial 
undertaking the audit is commenced after the date of the balance 
sheet. If the auditor ascertains that the stock has been taken 
by competent persons; certified to by responsible officials; the 
extensions and footings verified by himself or his assistants ; 
numerous items critically examined to see that the stock is 
priced at cost or the market, which ever is the lower ; that a care- 
ful analysis of the profit and loss account does not reveal any 
marked discrepancy between the inventory in question and that 
of former years, unless readily explained—he may feel reasonably 
safe in accepting it. In all cases, however, his certificate should 
set forth how far his verification has extended. 

The inventory should be examined first if there are col- 
lateral indications that the business had been profitable even 
though the books show a loss. Inventories are frequently taken 
hurriedly, materials in transit are often omitted, or included when 
the bills therefor have not been entered. An inventory at the 
beginning of a period might be overvalued, and at the end under- 
valued, and numerous other causes of errors might be cited which, 
if not detected, would result in misleading statements of profit 
and loss. An auditor will find the inventories one of the most 
fruitful sources of error. Here also an auditor will have to 
use good judgment in passing values, for each increase or de- 
crease in an inventory affects the profit and loss account to cor- 
respond. It is almost as harmful to pass undervalues as over- 
values where the result of the audit may be improperly used. 
The most flagrant cases, however, concern overvaluations, with 
which an auditor must deal without fear or favor. 

PLANT, MACHINERY, REAL ESTATE, ETC. 
If possible ascertain the exact book costs of these assets, and 
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apply proper rates of depreciation. This answer, though short, 
is sufficient. Its ramifications, however, cause the auditor more 
trouble than all the other asset and liability items on the balance 
sheet combined. An auditor whose work covers perhaps one 
year only must accept the responsibility of the whole previous 
history of the undertaking so far as capital assets are concerned, 
unless he specifically disclaims it, and even then, stockholders 
will probably hold him liable if mistakes are made. This brings 
up the question of the auditor’s relation to the work of a prede- 
cessor. If the predecessor is a reliable accountant, his balance 
sheet, should, of course, be accepted, but this contingency does 
not often arise. Most reliable auditors retain their clients so 
that the work of a preceding auditor will usually bear as careful 
scrutiny as that of the bookkeeper. 

If an appraisal indicates a greater valuation of capital assets 
than the books disclose, due perhaps to excessive depreciation 
charges, it may be good accounting to increase the book valua- 
tions and correspondingly increase the surplus. The surplus so 
raised, however, should not be used for dividend purposes, and 
in view of the fact that an appraisal may affect values at a time 
when materials of all description happen to be far above actual 
cost it is rarely advisable to disturb the book valuations unless 
to reduce them where found excessive. Even then, if at cost and 
properly depreciated the present apparent value should not gov- 
ern. Revaluations are valuable to adjust insurance schedules, 
etc., but are not so scientific from an accounting standpoint as 
cost and depreciation. In rare cases, where accounts are kept 
too conservatively, items properly chargeable to plant have been 
charged to maintenance. An appraisal should not, however, be 
required to discover such a condition. A proper audit will be 
sufficient. It is frequently no easy matter to distinguish between 
additions to plants and renewals, but the auditor can usually rely 
on the statement of an engineer or superintendent, unless of 
course there is ground for suspicion of fraud. 

Renewals must not be classed with revaluations, although 
they have some points in common. For instance, if an engine 
costing $15,000.00 has 50% or more greater efficiency than a 
$10,000.00 machine which it replaces, there should be an increase 
in the machinery account of $5,000.00. If proper depreciation has 
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been provided there would have been a sufficient sum set aside, 
plus scrap value, to contribute $10,000.00 of the $15,000.00 re- 
quired. If, for instance, depreciation were only $3,000.00 and 
the old engine sold for $1,200.00 net, there would have to be an 
immediate charge against profit and loss of $5,800.00 

With respect to accrued interest, unexpired insurance. et¢., 
a careful analysis of the nominal accounts will disclose all pre- 
paid items, and a careful examination of the assets will show 
up accrued items. As these assets vary from year to year. it is 
never safe to overlook them, and they should be placed on every 
balance sheet. | 


LIABILITIES. 


The audit of liabilities need not be discussed in detail. The 
principal point to be urged is that Rule 4 is the most difficult to 
cover of all those mentioned, and perhaps the most important. 
A reasonably careful audit of the facts and figures in the books 
will be sufficient to vouch the liabilities per the balance sheet, 
but it requires more than a careful audit to ascertain whether 
or not all liabilities are, as a matter of fact, in evidence. It 
requires intuition, almost, in certain cases to locate large bills 
payable or other debts, the existence of which has been hidden 
from the auditor. Sometimes these omissions are intentional 
and fraudulent, very often unintentional and due to carelessness, 
but in either case the auditor’s duty is the same. His responsi- 
bility does not end with the books. He is not a machine to add 
up columns; he is supposed to have all the skill and experience 
which should always be expected of each member of a skilled 
profession. Therefore, if the “account payable” does not appear 
in the voucher record he must notice its absence. This caution 
also covers the auditing of items which do not usually appear 
until the closing of the books, such as accrued interest payable, 
unpaid wages, or commissions to agents, etc. 

In the case of contracts, if the full contract price has been 
entered as an earning, an ample reserve must be created to cover 
the liability existing to complete the contract. This reserve 
should also cover the profit (if any) on the unfinished portion, 
and if the end of the work is not in sight the reserve had better 
be the full unexpended part of the contract price without taking 
any credit whatever for profit in the current period. 
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INCOME AND EXPENSES. 


The audit of income and expenses can be treated of here only 
in the most general manner. As a rule, the audit of earnings is 
more important than the audit of cash payments. Not that the 
audit of payments is not important, but the auditor who discovers 
a leak in earnings, due either to faulty methods or to 
fraud, is rendering far more valuable service to his client than 
one who spends practically all of his time on vouchers, footings, 
and postings, and whose entire report consists of twelve pages 
containing nothing else than a list of vouchers not submitted 
or not approved by three persons. 

As a rule, a paid check, properly endorsed, is a very good 
voucher wherever the signing of checks means anything. True, 
it does not state the purpose, but the competent auditor can usu- 
ally read a purpose into a bank check. It may not be supported 
by original invoices showing the successive records of receiving 
clerks, purchasing clerks, heads of departments, bookkeepers, 
et al, but, if a test indicates that all of these precautions are 
taken, then as a rule the chance of fraud or error in this branch of 
the work is greatly diminished, and too much time should not be 
spent upon it. 

The auditor should not be too technical. If the minute book 
of a corporation whose stock is all owned by four or five persons 
does not indicate a meeting for several years, although the stock- 
holders’ personal accounts indicate that profits have been cred- 
ited thereto, the auditor should not assure them that they are in 
a bad way. If the profits have been equitably credited, if the 
concern has actually earned these profits, and is solvent, and if 
the state has not been defrauded out of taxes, the accountant 
should not concern himself if the stockholders wish to continue 
as of yore. Since no court would stop them, the auditor is not 
called upon to interfere. 

Above all the auditor’s work should be of value to his client. 
The audit should be worth more than the amount of the auditor’s 
fee. Take the case of the manufacturer who also owns horses, 
and where horse feed has been sold; not one such man in fifty 
cares whether or not his bookkeeper credits a sale of oats to the 
stable account or to the general sales account, but fifty out of 
fifty men have a reasonable cause for complaint against an auditor 
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who would fail to discover that oats were being sold, and that 
stable expenses were increasing beyond reason, the latter being 
readily discovered by analyzing the accounts and making up of a 
comparative statement; this discovery in turn uncovering the 
fraud. 

In conclusion, the auditor should be practical. No account- 
ant should attempt the work of a professional auditor unless he is 
able to take such a broad view of a balance sheet that he can see 
not only what it contains but what it should contain. 
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EDITORIAL. 


Professional Advertising. 


It is generally agreed that ordinary methods of advertising, 
whereby the patronage of buyers of commodities or services is 
solicited, is out of place in the professions. Direct solicitation 
of business injures professional standing, and among reputable 
practictioners is never employed. The “painless” dentist, the 
ambulance chasing lawyer, the doctor whose ability is set forth 
in display type, has no standing among the members of these pro- 
fessions, who would, if possible, prohibit these objectionable ad- 
vertising methods by law. It is felt that the confidential personal 
relations which should exist between the professional man and his 
patients or clients are incompatible with the methods of direct 
solicitation which are legitimate when the matter concerns soap 
or tooth powder. 

How then can the professional man build up a practice when 
his direct advertising is limited to a modest card or sign? He has 
services to sell. How can he bring the value of these services 
to the attention of possible buyers? Various methods are open to 
him. A physician may serve on boards of health, or may per- 
form other gratuitous services which bring him to the favorable 
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attention of the community. The lawyer enters politics in order 
to impress himself upon possible clients. The professional man 
who has his advancement at heart, embraces every opportunity 
to bring himself into dignified public notice in connection with 
matters of professional interest. But all these methods of adver- 
tising are subordinate and accessory. A physician’s advertisers 
are his patients, a lawyer’s his clients. Disinterested recommenda- 
tion of professional competency is many times more effective than 
any form of self advertisement no matter how subtle and in- 
direct this may be. Indeed, it may be questioned if professional 
advertising which goes beyond the necessary directions as to 
address and nature of services rendered, is of great value. This 
question is of great interest to accountants. Their’s is a new 
profession. It is of great importance to impress the business 
world with the value of their services. How shall this be done 
effectively and yet without over stepping the line of propriety. 

It goes without saying that direct solicitation is improper. 
An accountant should no more “hustle” for business than a physi- 
cian. His advertising must be indirect, and its influence must be 
by suggestion only. The accountant’s card is severely profes- 
sional. Even the advertisements of incorporated accounting 
companies seldom transcend the rules of professional propriety. 
The accountant should employ no solicitor, no promoters of 
business. He should not directly solicit business in connection 
with the distribution of booklets or reprints of articles, although 
if these contain matter of interest to prospective clients, it is 
entirely proper to distribute them accompanied by the card of the 
firm. Furthermore, because the value of the services which the 
accountant is prepared to render is not generally understood by 
business men, it is proper to explain in articles or addresses the 
value of these services without, of course, suggesting in any way 
the special capacity of the author. The accountants will naturally 
gain prestige and reputation by frequent publication, and he 
should allow no opportunity to pass of serving the community 
even at some temporary sacrifice, in any public employment con- 
nected with his profession. Although such employment may 
bring him only a small amount of new business, yet it strengthens 
his hold upon his clients and increases the esteem in which he is 
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After all, however, giving full weight to all these legitimate 
methods of advertising, the accountant’s best advertisement is in 
the character of his work. A satisfied, and especially a grateful 
client is a perpetual advertisement, peculiarly effective because 
addressed directly to prospective clients, and because known to 
be disinterested. No amount of advertising will build up a 
practice unsupported by thorough competency, and a high degree 
of proficiency will succeed, and succeed largely, without other 
advertisements than the display of the name of the practicioner. 


Case Notes in Accounting. 


The editors of THE JouRNAL urge upon public accountants 
the importance of contributing to its pages the results of their 
professional experience. Every first-class accounting firm has a 
considerable amount of auditing and examination to perform 
with less frequent installations of accounting systems. These 
various employments bring up interesting points of practice a 
knowledge of which would be of the greatest value and interest 
to the members of the profession. Professional secrecy is not 
violated. There need be no disclosure of confidential matters. 
Names, dates, places and all distinguishing information can be 
omitted, while the material facts can still be presented. For ex- 
ample, bank examination is one of the most promising fields of 
accounting work. A bank is peculiarly exposed to loss from 
dishonesty. The government examination gives little protection, 
and the services of the accountants are in increasing request. In 
these examinations, the constant search of the accountant is for 
defalcations, and the ways of the defaulter are often past finding 
out. One artifice is discovered here, and a clever device for ab- 
stracting funds in another place. In time the bank auditor’s ex- 
perience may come to include most of the schemes of speculation. 
Each examiner, however, save from the information picked up 
from his acquaintances, must work alone. Generally speaking, 
moreover, he keeps his information to himself, possibly because he 
fears that any public comment would damage the interest of his 
client—a groundless apprehension—but probably because he re- 
gards his discoveries as his own property, a part of his profes- 
sional equipment, like a secret process, or an unpatented device, 
which he must jealously guard from the knowledge of his com- 
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Needless to say, this attitude is unprofessional. In a learned 
profession such as accountancy, no man liveth unto himself. The 
methods and the principles of competition are out of place. Pro- 
fessional advancement is possible only through co-operation, by 
placing at the disposal of the profession, with proper safeguards, 
of course, against the disclosure of confidential matters, the re- 
sults of the experience of each practitioner. Nothing is to be 
gained by individual monopoly of a limited amount of knowledge 
and experience. Compared with the combined experience of 
the profession the acquisitions of any individual dwindle into 
insignificance. The dignity and usefulness of the profession of 
accountancy, and the reputation of every one of its members, can 
be greatly increased by the maintenance of a clearing house for 
professional experience which shall place at the disposal of every 
member the results of the experience of every other. The pages 
of the medical journals teem with notes, and the pages of 
THE JoURNAL oF ACCOUNTANCY should summarize the experi- 
ence of the public accountants. If it is true, which we do not 
believe, that the standard of professional ethics in accountancy 
is not sufficiently advanced to make such a plan feasible, or safe 
for those who should accept the suggestions offered, then a 
revision of the code is in order. 


Collateral Employment of Accountants. 


How can the accountant identify himself with the manage- 
ment of a business to the correctness of whose accounts he is 
called upon in his capacity of public auditor to certify? It is cor- 
rect for the accountant to hold this dual relation, on the one hand 
to the manager or directors of the business who may employ him 
to supervise an accounting system which he may have installed, 
or for consultation with reference to matters with which frequent 
examinations of the business may have made the accountant thor- 
oughly familiar, and on the other to the stockholders who may 
rely upon the accountant’s certificate that the business is being 
correctly managed ? This question has been raised on several 
occasions both publicly and in private. It is important that a 
clear understanding should be had as to the accountant’s duty to 
both parties. 
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In Great Britain, the auditor represents the stockholders. An 
independent audit is provided for by the corporation law, and the 
report of the accountant is made directly to the owners. This 
is, of course, the ideal system from the standpoint of efficient 
control. Where the accountant is depending for his employment 
upon the favor of the managers whose work he is to scrutinize, 
he needs a robust moral sense to hew to the line without regard 
to the disposition of the chips. In the United States, the auditor 
is employed by the managers. His examination is made under 
their authority and published by them. He is responsible only to 
the management. 

That so little scandal has resulted from this situation is a 
high tribute to the integrity of American accountants. With few 
exceptions these reports have accurately reflected the condition of 
the business which they examined. It is evident, however, that 
since the accountant is employed and paid by the management 
to audit their accounts there is no impropriety in his assuming 
the further relation of supervising accountant or even comptroller. 
The client is the same in the first instance as in the second. 
Under the English system of independent auditors, this dual 
relation would be improper. Neither the auditor nor the attorney 
can represent both parties in a transaction. For an auditor to 
report to the stockholders on the condition and correctness of 
accounts for which he was also responsible to directors and 
managers, might involve a breach of trust on both sides and 
should not be tolerated. In the United States, however, the stock- 
holder is not the client of the accountant, whose only responsi- 
bility is to the managers. Regard for his professional reputation, 
it is true, demands that the accountant should not certify to the 
correctness of accounts which either in fact or in principle he 
believes to be incorrect. Confronted with such a situation, the 
accountant must give up his engagement. Even in this event, 
however, he owes no duty to the stockholders to disclose what he 
has learned, and he cannot insist that his protest should be made 
public or even recorded. The distinction between the American 
and English systems of appointing auditors, it is evident, goes far 
to justify the regular employment of accountants as supervisors 
or consultants, and as auditors representing the management. 
There is here no division of obligation, no representation of both 
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sides. The American accountant may certify to the correctness 
of the accounts prepared under his supervision with no other 
regret than that the corporation laws of this country do not pro- 
vide for independent audits in the interest of the owners. 


The questions dealt with in Mr. Dickinson’s article in this issue 
of THE JouRNAL are all of the greatest importance to public ac- 
countants and to the public at large, and a full discussion thereof 
in the pages of THE JoURNAL would not only be of interest to 
a large circle of readers but of value to the profession as tending 
to a more definite determination of sound accounting principles. 


The Ohio Senate has passed the bill to create a State Board 
of Accountancy. 


In its issue of March 24, New Jersey Commerce and Finance 
publishes an excellent review of the accounting profession in 
New Jersey, with a portrait of Mr. Frank G. Dubois, President 
of the State Board of Public Accountants. 


New York Society of Accountants and Bookkeepers. 


At the meeting of this society held at the Fifth Avenue Hotel New 
York City on Tuesday evening, March 13, Mr. Charles E. Sprague, 
C. P. A., delivered an address on the subject of “Investment Accounts.” 
Mr. Sprague added greatly to the interest of his lecture by a series of 
illustrations on the blackboard. At its conclusion a general dis- 
cussion of the subject ensued in which most of the members partici- 
pated. The work given out on this occasion was a copy of “Corporation 
Management,”” by Conyngton. The fourth Tuesday meeting, held in 
the same room, March 27 was the occasion of the presentation of a 
problem on the “Conversion of a Partnership into a Corporation,’’ by 
Mr. George C. Oeters and Mr. Thomas S. Woolhouse. The discussion 
which followed was greatly enjoyed by all members present. The book 
presented on this occasion was a copy of ‘‘Cost Accounts’’, by Hawkins, 
and the lucky recipient was Mr. Ashley T. Allen of the New York Trans- 
portation Company. The meeting to be held on Tuesday April ro 
will be called to order at 8 P. M. The lecturer of the evening will be 
Mr. Charles Dutton, C. P. A., and the subject of his address will be ‘The 
Unity of Business.” 
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STEEL INDUSTRY IN THE UNITED STATES. By Dr 
Herman Levy, Berlin. Pp 364. Julius Springer: 1905. 
In recent years a number of studies of the American iron and 

steel industry have been published. Some of these, such as Mr. 
James Swark’s, for example, have taken high rank among scien- 
tific contributions. It is, however, no injustice to previous writ- 
ers to say that Dr. Levy’s book is the best study of the iron and 
steel industry which has yet been published. The author spent 
over a year in this country making a detailed investigation of the 
subject, and the results of his work, which we hope will soon be 
translated into English, are unusually valuable. 

Dr. Levy’s work covers the production of pig iron, ingots, 
structural material, wire and steel plates. He gives a sketch of 
the development of each industry both as to location and as to 
methods. Special attention is paid to transportation rates, and a 
considerable amount of space is given to show the protection 
which was afforded to Pittsburg during the early days of the 
iron industry in that section, against imported iron and steel as 
well as eastern producers, by the high freight rates then prevail- 
ing. A detailed study of the present cost of production is given 
and the great reductions of cost, not only by better machinery 
and improved organization but also as a result of the recent 
combination movement, are exactly stated. The price movement 
of iron and steel is analyzed in great detail; due weight being 
given to the various sources of the demand, the effect of the tariff 
and the influence of monopoly. 

Dr. Levy believes that the influence of the tariff upon the 
American iron and steel industry has been unwholesome because 
it has made possible abnormal movements of prices, bringing into 
existence many inefficient producers on the upward wave who 
were left stranded when prices receded. While this view of the 
case will not be generally accepted among American iron and 
steel men, yet the author’s presentation is fair and judicious, 
and it must be admitted that there is much in his contention that 
without the tariff the cost of production in American mills would 
not have presented the great inequalities which existed prior to 
the consolidations, 
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Dr. Levy fully recognizes the importance of the integration 
of industry, meaning by this the consolidation of all the stages 
in the production under a single ownership. He also believes 
that the enormous capitalization of the United States Steel Cor- 
poration makes it extremely conservative in the matter of price 
making and therefore affords a certain measure of protection to 
its competitors. This position of its competitors, however, on ac- 
count of the raw material situation of the steel trust, is by no means 
promising. Dr. Levy does not believe that the United States is 
destined to win great success in the world’s iron and steel market, 
although in raw materials and half finished products we may, 
indeed, come in time to demand a dominant position, but the low 
labor cost in Germany and England will secure the position of 
these countries in those branches of the iron and steel industry 
in which raw materials do not represent the major portion of the 
cost. 

As the work of a foreigner, this discussion of the leading man- 
ufacturing industry of the United States is the more noteworthy. 
It is a careful, exhaustive and eminently fair minded discussion 
of matters which are of the deepest interest not so much to our 
foreign competitor, to whose attention the book is primarily 
addressed, but even more to the American student of industrial 
conditions. E. S. M. 


SELECTED READINGS IN PUBLIC FINANCE. By Charles 
J. Bullock, Assistant Professor of Economics, Harvard Uni- 
versity. Pp 654. Ginn & Company: Boston and New York, 
1906. 


This is the fourth volume in Ginn & Company’s Selections 
and Documents in Economics, and measures up very well. Pro- 
fessor Bullock recognizes the long established basis of the Science 
of Public Finance by including selections from eminent writers 
on the subject during the past two hundred years. His work is 
also noteworthy, in that he draws largely upon treatises and is 
not content with reprints of magazine articles and pamphlets. 
The book is perhaps more coherent and, therefore, better adapted 
to text book uses than its predecessors. 

Beginning with the literature of Public Finance, the editot 
presents a survey of its development from the medizval period. 
A brief consideration of the theory of public expenditures follows 


508 


| 
“4 


Book Department. 


in which the views of eminent German, French and English Econ- 
omists are compared. Public Revenues are considered under the 
heads of Revenues from Domains, Public Industries, Fees and 
Taxation. The subject of taxation is properly handled at great 
length. 

Beginning with the theory of taxation the subject is developed 
under the following headings : Personal, capitation taxes, general 
property tax, general income tax, business taxes, inheritance 
taxes, and taxes upon commodities. A brief study of public 
borrowing and of the management of public finances concludes 
the volume. 

Professor Bullock has taken himself seriously as editor and 
has evidently devoted a large amount of time and effort to the 
assembling of widely scattered materials. He has also by numer- 
ous introductions and interpolations so welded the parts of the 
volume together, that he has raised it from the rank of a collection 
of reprints to the dignity of a volume. In the reviewer’s judg- 
ment, “Selected Reading in Public Finance” is better fitted for 
text book purposes, as well as for the uses of a book of reference, 
than any of the more pretentious treatises in the field. The editor 
modestly disclaims any intention of doing more than furnish col- 


lateral reading for use in connection with text books and lecture 
work. If this was his aim, he has succeeded far beyond his 
expectations. E. S. M. 


THE UNITED STATES IN THE TWENTIETH CENTURY. 


By Piérre Leroy-Beaulieu, Authorized Translation. New 
York: Funk and Wagnalls Co. 1906. 


This book is one of the interesting series of studies of Ameri- 
can life and conditions, which have been written by various visit- 
ing Frenchmen in the last hundred years. Tocqueville’s ““Democ- 
racy” was the first and probably remains the greatest of the series. 

There is something indefinably distinctive about the French 
view of this country, a suggestion of friendly sympathy with our 
trials and ideals which naturally attracts the American reader. The 
English attitude of mingled superiority and humility and the 
German latent hostility are both pleasantly conspicuous by their 
absence. In this book of Leroy-Beaulieu’s the French tradition of 
amiability is fully maintained. The author finds much in indus- 
trial America to praise, little to fear, and still less to condemn. 


509 


; 
4 
4 
3 
4 
4 
i 
wie je. 
4 
i 
a 
ve 
= 
i 


The Journal of Accountancy. 


Apart from its friendly spirit, however, the present work by 
no means lives up to the standard set by earlier French writers 
about this country. We have been accustomed to look in such 
works for illuminating remarks about the institutions, which may 
be superficial, but are nevertheless valuable because they result 
from keen, first-hand observation. But whoever looks in Leroy- 
Beaulieu’s book for such remarks will go away disappointed. 
The fact is, the book is rather the result of book study than of 
personal sight-seeing. It is a compilation of statistics taken from 
the Census Report of 1900, together with a rather dry and color- 
less commentary on those statistics. Such a method of treatment 
may be admirably suited to the French public, which is presumably 
hungry for facts about American industry, but it will hardly 
lead to popularity in this country. 

It would not do to give the impression that there is anything 
blameworthy in this book. As a matter of fact, though it is not 
brilliant, it is a useful and painstaking study. To anyone who 
desires to have at hand a careful review of the leading facts about 
American industry it can be recommended without question. 


W. H. Lough, Jr. 
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By Joun J. Suttivan, L. L. B. 


NATIONAL TuBE Co. vs. Smi1TH, (West Virginia Court of Ap- 
peals). A disgraceful situation was presented in this case, and 
results reached by the West Virginia Court are disappointing. It 
appeared that Smith, a resident of West Virginia, had brought 
142 suits, before local justices of the peace, against Pennsylvania 
emplcyees of the Tube Co. The Tube Co. is a well known New 
Jersey corporation, and the claims on which Smith sued were as- 
signments of wages to him made by a number of its workmen who 
at the time of the assignments and at the time of the suits, were 
residents of Pennsylvania. 

The theory on which the suits were brought was that as the em- 
ployees were nct in West Virginia, but the corporation which 
paid them wages did certain business in that state, and had a mill 
there, a foreign attachment should be issued against the Tube Co. 
to make it transfer to Smith the wages which might be due the em- 
ployees who had assigned their claims. The Tube Co. stated that 
Smith had long been engaged in the pretended buying of claims 
arising in other states against employees of New Jersey and other 
corporations, and suing on them in Ohio County, West Virginia. 
It was alleged that he had paid small value for the claims, and 
that the purpose of the assignment and the suit in West Virginia 
was to evade the Pennsylvania statute exempting such wages from 
the effect of assignments to people like Smith. The Pennsylvania 
statute makes stich assignments void and illegal. It was alleged 
also that Smith had made an arrangement with the justices for the 
latter to charge no fees unless it appeared by the answers required 
in attachment proceedings from the Tube Co. that the Company 
had in its possession wages due the employees who had assigned 
their claims. 

The West Virginia Court denied the Tube Co.’s claim to relief 
from Smith’s practices. It appeared to be an extraordinary abuse 
of process for a man who gets an assignment of wages earned in 
Pennsylvania, the assignment being void by the laws of the state 
where it is made, to cross the boundary line into another state, 
and institute tedious and vexatious proceedings by foreign attach- 
ment, in order, evidently, to take advantage of the laws of the 
state where the attachment is issued. Unfortunately, the Courts 
of West Virginia, like those of other states further west and 
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further south, have been disposed to grant aid to domestic liti- 
gants which the suffering citizens of the east have sometimes felt 
to be too generous. It is harmful to any State for symptoms of 
lccal pride to show themselves in these matters, and it discourages 
easterners from furthering the manufactures and commerce of 
such a state. 

WINDMULLER vs. STANDARD DISTILLING AND DISTRIBUTING 
Co., (94 N. Y., Supp. 52). The Standard Distilling Co. and the 
Spirits Distributing Co. were two New Jersey corporations en- 
gaged in substantially the same kind of business. Under the New 
Jersey laws the Standard Co. had a right to purchase the stock of 
the Spirits Co., and did purchase 31,500 shares. In consideration 
of the transfer to it of this stock, the Standard Co. executed the 
following agreement, endorsed on the stock certificates of the 
Spirits Co.: 

“For good and valuable consideration, the receipt of which is 
hereby acknowledged, the undersigned hereby guarantees and 
agrees to pay the holder of record of the within certificate, so long 
as said certificate shall be outstanding, but not to exceed the pres- 
ent unexpired term of the period for which said Spirits Distribut- 
ing Co. is incorporated, one and one half per cent. dividends on the 
fifteenth day of January, April, July and October in each year, be- 
ginning with the year 1899, on every share of first preferred stock 
of said Spirits Distributing Co., represented by the within certifi- 
cate.” 

Windmuller’s suit was brought to recover on this agreement. 
The defence of the Standard Co. was that it lacked the corporate 
power to guarantee dividends on the stock of another company. 
Of course, where a corporation clearly exceeds the powers which 
it derives from its charter and from the corporation laws cf the 
state where it is formed, there is always grave danger that any 
contract made beyond the scope of its rights will be held void. 
The New York Court considered in this case the entire transac- 
tion, and found that while it appeared superficially to be a guar- 
anty by one company of the dividends on another company’s stock, 
yet in reality it was only a method of paying a part of the price 
which the Standard Co. was willing to expend in acquiring a con- 
trolling interest in the Spirits Co. Therefore, as the Standard Co. 
certainly had corporate power to acquire and pay for stock in the 
Spirits Co., the contract was enforceable, and Windmuller was al- 
lowed to recover what he claimed. 
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Knipe vs. Livincston, (209 Pa. 49). Two men, Livingston 
and Bodey, were in partnership, and Bodey died. In a settlement 
of the firm accounts, Livingston wanted to charge Bodey’s estate 
for mistakes in three matters. First, it appeared that Bodey had 
taken charge of the book-keeping for the firm, and had attended 
to this work in a very defective and unscientific manner. The 
bcoks, however, had always been open to Livingston’s inspection, 
and as it was not proved that the imperfect method of book-keep- 
ing was due to any wrong motive, or that it resulted in any injury 
to Livingston, the latter was not permitted to surcharge his de- 
ceased partner’s estate by reason of Bodey’s neglect. 

Second, it appeared that there had been great laxity by Bodey 
in the collection of outstanding accounts. Some of these accounts 
might have been saved by more diligent attention. It was Bodey’s 
duty to attend to the accounts, but Livingston had known of his 
carelessness, and had not objected. The accounts had been 
finally charged off to profit and loss with his consent. The 
court, therefore, refused to surcharge Bodey’s estate with these 
items. 

It also appeared that the assets of the firm were greatly over- 
valued for years, partly from carrying the bad debts on the book 
as good, and partly from imperfect inventories and failure to allow 
for depreciation in stock. The result of this was to mislead the 
firm concerning its financial strength, but it was due to an error 
of judgment on Bodey’s part, not to fraud. It misled both part- 
ners alike, and no advantage was secured from it by Bodey. The 
Court refused to surcharge Bodey’s estate in this matter also. 

From this case we may gather something of the nature of the 
partnership relation. While a partner owes the duty of loyalty to 
the firm, he is not presumed to be perfect, and his fellow partner, 
who acquiesces in careless and old-fashicned methods cannot af- 
terwards complain of the results, and hold the party who has been 
guilty of errors of judgment liable for the consequences of them. 
A partner does nct guarantee that whatever he undertakes for the 
firm will be successful. If he is shown that his methods are caus- 
ing loss to the firm, a continuance of those methods furnishes evi- 
dence of gross negligence, or even bad faith. Where, however, 
the cther partners let the matter drift along, the resulting loss 
falls upon the entire firm. 
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LowTHER vs. LowTHER (94 N. Y. Supp., 159). One partner 
brought action against another for the dissolution of the firm and 
for an accounting. He alleged that on January 24, 1903, the de- 
fendant partner had committed acts which brought about a 
dissolution of the firm at that time, but he wanted a decree to es- 
tablish the fact. He alleged further that the defendant had as- 
sumed entire charge of the firm’s affairs since the date named and 
had taken all its assets and disposed of them, or most of them, un- 
der claim that he, the defendant, was the sole owner of them. The 
New York lower court directed the defendant to account for 
everything done in relation to the firm’s assets, as well after Jan- 
uary 24, 1903, as before that date. The lower court also ap- 
pointed a receiver. The Supreme Court modified the decree of the 
lower court by omitting a provision appointing a receiver for it; 
held that there did not appear to be any property for the receiver 
to take into his possession. It stated, however, that if it should be- 
come necessary after an accounting would be had to name a re- 
ceiver, in order to carry the future judgment of the court into ef- 
fect, the appointment might be made at some subsequent time: 

The Supreme Court also modified the lower court’s decree to 
the extent of limiting the acccunting to the period prior to Janu- 
ary 24, 1903. The reason given was that the plaintiff did not ap- 
pear to have had anything to do with the partnership affairs since 
that date, and that he alleged that the firm was then dissolved by 
the defendant’s acts. 

ARTHUR vs. StrE (94 N. Y. Supp., 346). This action was 
brought to dissolve a partnership between the plaintiff and the 
defendant, to determine the rights of the partners in four con- 
tracts which had been contributed to the firm by the defendant, 
and for an accounting and the appointment of a receiver. The only 
question in dispute was the rights of the parties in the four con- 
tracts which the plaintiff had entered into with outside parties, be- 
fore the partnership had been formed. 

The first contract was with Marie Cahill, an actress, by which 
the plaintiff agreed to star her in musical comedies for five theat- 
rical seasons, and which recited that it was a personal contract, 
and not assignable, but it contained the further provision that the 
plaintiff might associate with himself such other party in the en- 
terprise as he chose, on condition that he should not be personally 
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relieved from the obligation he undertook. The second contract 
was between the plaintiff and one Ranken, and by it Ranken 
agreed to write a libretto for a musical comedy. It provided that 
the plaintiff might sub-let or dispose of a part of his rights, but 
not his entire interest in the contracts, any partial disposal not to 
release the plaintifffrom his personal cbligations. The third and 
fourth contracts were like the second, but made with different peo- 
ple. 

The firm had been formed afterward to carry out Arthur’s 
agreement with Marie Cahill. The partnership articles provided 
that : “The parties hereto agree to become partners in business for 
the purpose cf starring Marie Cahill in suitable musical comedies 
for a period of five theatrical seasons, and to that end Daniel V. 
Arthur contributes to the said partnership the agreement he has 
with Marie Cahill and others heretofore mentioned.” The de- 
fendant, Henry B. Sire, for his part, agreed to furnish.a theatre 
in New York City tc produce the musical comedies, and the arti- 
cles stated that Arthur and Sire should share equally in profits and 
losses. 

The lower court held that upon the dissolution of a firm, the 
contracts reverted to Arthur, and that Sire had no property or in- 
terest in them. The Supreme Court, however, decided that as the 
contracts had been contributed to the firm, they became part of 
the firm assets, and their value should be brought into the part- 
nership accounts as an asset in which both Arthur and Sire would 
share. 

BoRNTRAEGER’S EstaTE (15 Pa. Dist., Reports 111). Born- 
traeger died, leaving a will in which he provided that his execu- 
tors should pay each of his sons certain fixed amounts at various 
periods until they should reach forty years of age. One half the 
accumulated income was to go to them at the age of 21. He 
owned 1021 shares of stock in the H. C. Frick Coke Co., which 
was inventoried at $64,512. On a merger of this company two 
years afterward with the Carnegie Steel Co., this stock was ex- 
changed for securities worth $327,000, and later when the U. S. 
Steel Co. took over these Carnegie Securities, the total sum real- 
ized by the excutors from the assets in question was $525,970, that 
is $461,458 in excess of their inventoried value. 

One of these sons claimed half of this increase of $461,458, as 
“income,” to which he said he was entitled on reaching the age of 
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21. The Court rejected this contention, and showed that the 
scheme adopted by the father for gradually distributing the es- 
tate to his sons indicated an intention to hold back from them in 
their early years the use of extraordinary sums of money, and con- 
cluded that the appreciation in the value of the securities should 
all be regarded as principal. Compare the New York case follow- 
ing with this Pennsylvania decision. 

In RE STEVENS, (95 N. Y. Supp. 297). Shares of a corporation 
were devised in trust, the income to be paid to the beneficiaries. 
The corporation went out of business, and its assets were sold. 
It was held that the proportionate part of the trust of the work- 
ing cash capital represented by the trust estate should be retained 
as part of the capital of the estate, and not distributed as income. 

In RE REMINGTON AUTOMOBILE & Motor Co. (139 Fed. 733). 
The Company was in bankruptcy, and the question of the validity 
of a contract which it had made with a stockholder arose in the 
bankruptcy court. The agreement had been that a certain per 
cent. of the par value of the stock should be received by the com- 
pany in full payment of the subscription. The Court held that 
such an agreement is a fraud on the creditors of the corporation, 
and the stockholder may be compelled to pay the difference be- 
tween the money he paid for the stock and the par value. The un- 
derlying principal is that the capital of a corporation is a fund to 
which creditors have a right to look, and that it is wrong for a 
company to agree that stock shall be issued for less than its face 
value with no liability to future assessments. 

The method which is frequently employed by companies which 
desire to market their stock for less than par value, is to have the 
stock sold for property, and the property is taken by the company 
at an exaggerated value. The courts are reluctant to disturb 
an arrangement of this sort, because on its face it is regular. Com- 
pare this case with the Massachusetts case immediately following. 

Hastincs LuMBEr Co. vs. Epwarps (75 N. E., 57). :A by-law 
of a certain corporation gave the directors general management 
of its business, including power to issue and dispose of any 
part of the Treasury stock for its best interests, at their discretion. 
The directors at the instance of a subscriber agreed to convert 
shares for which he had subscribed, but which he did not want to 
receive and pay for, into Treasury stock, and thus to relieve the 
subscriber from liability under his subscription. It was held that 
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the directors could not validly make this contract. This case of- 
fers another example of the desire cf the courts to give creditors 
and others interested in a corporation the full benefit of any sub- 
scription for stock which may have been made 

Bropuy vs. AMERICAN BREWING Co., (21 Pa., 593). Brophy 
and the other crganizers of the American Brewing Co. put their 
stock in the names of persons who had no real interest in the com- 
pany, in order to conceal their own connection with it. Brophy 
claimed compensation as manager of the company for over three 
years. At the time he had been manager he had also been an act- 
ing directcr. There had been no express contract made by the 
company to pay him for his services. 

As he had never been appointed to the position of manager by 
the company, the Court held that he came within the settled rule 
that a corporation officer cannot recover compensation for services 
rendered to the corporation unless there was an expressed con- 
tract of employment before the performance of the services. This 
rule is similar to the rule of partnership law that a member of a 
firm cannot recover for services to the firm in the absence of an 
express agreement to pay for them. The partner in a firm and 
the officer of a corpcration are supposed to seek their reward or- 
dinarily in the profits which their services may help to earn for the 
associations in which they are interested. It is important, there- 
fore, for a partner or a corporation officer who renders special 
services to stipulate in advance that he shall be paid for them. 

LEINBACH vs. WOLLE, (211 Pa. 329.) A partnership account 
was prepared by an expert selected by all the parties in interest. 
A copy of the account, when it had been completed, was handed 
to each member of the firm. One of the partners who made no 
objection to it at the time, afterwards filed a bill in equity for an 
accounting of the very matters that formed the subject of the ex- 
pert’s account. It was held that the old account was an account 
stated, which bound the parties. 

It would be unfair to permit a man to appear to acquiesce in a 
statement of accounts and let the matter run on for a long time, 
and then finally raise a number of objections, and demand that 
the entire matter be ripped open and examined. The time to raise 
any question is when the partnership account is made up and pre- 
sented, and silence at such a time is equivalent to express recogni- 
tion of the account as being in all respects proper. 
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The profession in the State of Rhode Island is quite hopeful 
that the Certified Public Accountancy Bill now pending in the 
legislature will become a law. The bill is entitled “ An Act to 
Create a State Board of Accountancy and to Regulate the Business 
of Certified Public Accountants.” In the House the bill was re- 
ferred to the committee on judiciary, which gave a public hearing 
March 13, every member of the state association being present. 
In form the bill closely follows the model supplied by the com- 
mittee on legislation of the American Association. Following 


are the most important sections: 


Section 1. It shall be unlawful for any person to practice as a certi- 
fied public accountant in this state unless he shall have first obtained a 
certificate of registration as provided in this act. Any citizen of the 
United States, or person who ~ duly declared his intention of becoming 
such citizen, having a place for the regular transaction of business as a 
professional accountant in this state, being over the age of twenty-one 
years, of good moral character, being a graduate of a high school with a 
four years course, or having had an equivalent education, who shall have 
received as hereinafter provided in this act a certificate of his qualifications 
to practice as a certified public accountant, shall be deemed and known as a 
certified public accountant under the provisions of this act; and no per- 
son, unless he has received a certificate under the provisions of this act, 
shall advertise or in any manner use such name of certified public ac- 
countant, or the abbreviation “C. P. A.” or any other words or letters 
or any imitation thereof tending to indicate that the person so advertising 
or using the same is such certified public accountant. 

Sec. 2. A board of examiners to be known as the state board of ac- 
countancy, is hereby created to carry out the purposes and enforce the 

rovisions of this act. The members of said board, when appointed, shall 
citizens of this state, and skilled in the practice of accounting and 
who shall have been actively engaged therein on their own account in this 
state for not less than three years next preceding their appointment. 
At the present session of the general assembly the governor, with the 
advice and consent of the senate, shall appoint one member of said board 
to hold office until the first day of February, A. D. 1907; one member of 
said board to hold office until the first day of February, A. D. 1908; and 
one member of said board to hold office until the first day of February, 
A. D. 19009. At the January session of the general assembly, A. D. 1907, 
and at the January session of the general assembly in every year thereafter, 
the governor shall appoint one member of said board who when ap- 
pointed shall be a certified public accountant to hold office until the first 
day of February in the third year after his appointment, to succeed the 
member of such board whose term will next expire: Provided, that any 
vacancy which may occur in said board when the senate is not in session 
shall be filled by the governor until the next session thereof, when he shall, 
with the advice and consent of the senate, appoint some person who when 
appointed shall be a certified public accountant to fill such vacancy for the 
remainder of the term. The members of said board may be removed by 
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the governor with the advice and consent of the senate for such cause 
as he shall deem sufficient and shall express in the order of removal. 
Each member of said board shall give a bond in the sum of one thousand 
dollars, with surety or sureties to be approved by the general treasurer, 
conditioned for the faithful performance of his duties, and shall take the 
oath provided by law for public officers. 

Sec. 4. Said board shall have power to adopt rules and regulations 
’ for conducting examintions to be held under this act. Said examinations 
shali be held at least once a year in the city of Providence, and elsewhere 
in the discretion of said board. Such examinations shall be held upon 
the theory of accounts, practical accounting, auditing, commercial law as 
affecting accountancy, and such other subjects as said board may deter- 
mine. Such board shall issue to each applicant passing a satisfactory ex- 
amination a certificate entitling such person to practice in this state as a 
certified public accountant, until such certificate shall be revoked as here- 
inafter provided in this act. Said board shall keep a register in which 
shall be entered the names of all the persons to whom certificates are issued 
under this act, and said register shall be open at all times to public inspec- 
tion at the office of the secretary of said board. 

Sec. 8. Said board may, in its discretion, register the certificate of 
any certified public accountant who is the lawful holder of such certificate 
issued under the laws of any other state, territory, District of Columbia, 
or government, and may issue to such certified public accountant, a certifi- 
cate of registration, which certificate shall entitle the holder thereof to 
practice as such certified public accountant under the provisions of this 
act in this state: Provided, that such other state, territory, government, or 
the District of Columbia extends similar privileges to certified public ac- 
countants of this state. Said board shall charge for such certificate of 
registration a fee of fifteen dollars. 

Sec. 9. Said board, by a majority vote thereof, may, in its dis- 
cretion, waive the examination of any person possessing the qualifications 
mentioned in this act who, for more than three years preceding the passage 
of this act, shall have practiced in this state on his own account as public 
accountant, and who shall apply in writing to said board for such certifi- 
cate within six months after the passage of this act. Said board may 
charge for such certificate of registration a fee not exceeding fifteen dol- 
lars. Said board shall have power to revoke any certificate of registration 
granted by it under this act, for gross incompetency, for unprofessional 
conduct, or for other cause sufficient in the judgment of said board: 
Provided, that before any certificate shall be so revoked the holder thereof 
shall have notice in writing of the charge or charges against him and shall 
have reasonable opportunity to be heard in his defence. Re ol ee 

Sec. 11. Any person practicing the occupation of certified public ac- 
countant, or using the abbreviation “C. P. A.” or similar words or letters 
indicating that the person using the same is a certified public accountant, 
or representing himself to the public as having received the certificate pro- 
vided in this act, without having received such certificate as provided in 
this act, or any person so representing himself as having received such 
certificate or practicing as aforesaid after his certificate has been revoked 
as provided in this act, shall be deemed guilty of a misdemeanor and upon 
conviction thereof shall be punished by a fine not exceeding two hundred 
dollars for each offence, and upon a subsequent conviction shall be pun- 
ished by a fine not less than two hundred dollars nor more than five 
hundred dollars, or by imprisonment not exceeding six months, or both, 
in the discretion of the court. 
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States that Regulate the Practice of Accountancy. 


New York, March 15, 1906. 
To the Editors :—In an article “ Should the Practice of Public Ac- 
counting Be Limited to Certified Public Accountants,” in the De- 
cember number of THE JouRNAL oF ACCOUNTANCY, the statement 
is made that New York, Pennsylvania, Maryland, California, Illi- 
nois, Washington, New Jersey, and Michigan are the only states 
which have placed a “C. P. A.” law on the statute books. With- 
out questioning the carefulness of the writer in making the state- 
ment, I am interested to know whether or not this is the exact 
state of affairs; in other words, whether it is a fact that only these 
eight states attempt in any way to regulate the profession of ac- 
counting. If you know of any other states which have an ac- 
counting law,or which attempt to regulate the profession in any 
way, or in which societies of public accountants are so powerful 
that they practically set the standard of efficiency, I should con- 


sider it a favor if you will tell me what you know about it. I am 
anxious to know just how far this profession, which is becoming 


so widespread and so important, is regulated by law. 


Nine states have enacted what is commonly known as a C. P. 
A. Law, viz: New York, New Jersey, Washington, California, 
Pennsylvania, Florida, Illinois, Maryland, Michigan. 

In the case of Michigan and Florida we understand that the 
state boards of examiners authorized by the respective statutes 
have not yet been organized, and therefore, no examinations have 
yet been held or degrees conferred. Each of these states, except 
Michigan and Florida, has a C. P. A. society. 

Concerning the powers conferred by the C. P. A. acts of the 
states above mentioned, the situation is as stated in the article to 
which our correspondent refers ; in none of the states which have 
enacted C. P. A. legislation is the practice of public accounting 
limited to certified public accountants, and while the acts ostens- 
ibly purport to regulate the practice of accounting, in point of 
fact all that they do “regulate” is the right to individually repre- 
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sent oneself as a certified public accountant and the privilege of 
attaching the abbreviation “C. P. A.” to the names of those on 
whom the degree has been conferred. 

In addition to the states above named, Ohio and Rhode Island 
now have bills before their respective legislatures designed to 
provide similar C. P. A. legislation. 

The following states have regularly organized societies of 
public accountants, all of which are affiliated with the American 
Association of Public Accountants: Colorado, Georgia, Minne- 
sota, Ohio, Massachusetts, Michigan, Missouri, Tennessee. The 
endeavor of these societies is to set a high professional standard 
of efficiency but up to the present time the educational, and par- 
ticularly the practical requirements are not in any way high 
enough, and it may be said that the standard of the profession . 
at the present time is that of its leading members, who by de- 
scribing themselves as C. P. A.’s are endeavoring to raise the 
level of that degree and gradually to furnish far higher qualifica- 
tions, both educational and practical—Eps. JourNAL. ] 


A Real Problem in Costs. 


A manufacturing concern anxious to improve its cost system, 
has adopted the ingenious plan set forth below. It presents a 
practical problem in costs, any concise discussion of which THE 
JOURNAL will welcome. The following letter explains itself : 

We are sending a letter, similar in tenor to this, to a number of differ- 
ent system devisers, and will entertain a proposition to install a cost 
system at our plant, or revise or modify the system we have installed 
ourselves, from that system deviser who gives us the clearest and most 
logical answers to the questions hereinafter stated. In order to in- 
telligently consider the questions, the following information is given: 

We employ about 650 men in the shops, and about 75 men in our 
office, drafting room, and shop clerical departments. 

The product consists of machinery and automobiles. 

The principal manufacturing departments are: Iron Foundry, 
machine shops, planing mill, and woodwork erecting shop. 

The product is probably about equally divided between machines 
constructed of metal, and machines constructed largely of wood. 

The nature of the business is such that piece-work is hardly practi- 
cable, although a considerable portion of the work can be put through 
on the premium plan. The nature of the business requires that the 
workmen handle the work on several different order numbers daily. 
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Materials constitute about 40 per cent of the product of the plant, 
and direct and indirect labor about 30 per cent of the product of the 
plant. A considerable quantity of trade goods are sold in connection 
with the manufactured product of the plant, much of the trade goods 
with no additional manufacturing operation being put upon it, while 
some of the trade goods are cut, changed or handled to a small extent. 

Taking the above conditions or the enclosed hypothetical statement 
as a basis for arriving at cost, we wish to have your idea of a cost formula 
best adapted to our business; that is to say, would you advise loading 
the entire burden of business and factory expense in one lump per cent 
upon direct or productive labor, or would you add a part of the burden 
upon direct labor and a part of the burden upon labor and materials 
combined? What formula would you recommend to arrive at in- 
ventory value? 

Time of the workmen being the essential basis of cost, what method 
of obtaining such time would you recommend? That is to say, would 
you depend upon the workmen to make out their own labor reports 
covering the several operations or order numbers, to be gathered up by 
messengers, or would you recommend that the time be produced by 
time-takers or through the gang bosses? In this connection, would 
you recommend a separate labor report for each operation or order num- 
ber, or would you recommend that each workman’s total daily time be 
distributed on one labor report, where there might be several different 
numbers on the same report? 

What method of checking the time-keeper’s or pay-master’s work 
would you recommend? That is to say, would you recommend simply 
having a second person check his work, or have an entirely independent 
check, by compiling the time shown by the workman’s labor reports 
and checking this against this time-keeper’s totals? 

These questions, as you will observe, simply cover the most fund- 
amental primary steps in obtaining cost estimates. Details of expense 
and labor distribution are not touched upon. As a further guide to 
your answer, will say that it is our desire to obtain reasonably accurate 
cost estimates of the operations and the product, witha view of check- 
ing production of the plant and sales of the product. We do not wish 
to go into the proposition for the purpose of keeping a running inventory 
from a valuation standpoint, but we naturally expect to keep stock 
records of the finished and unfinished parts and raw materials. 

On receipt of the several replies, we shall go over the same carefully 
and take up the matter further with the person who seems to size up 
our conditions from the most practical and logical standpoint. In con- 
nection with your answer please give us the names of two or three iron 
and wood working establishments where you have installed systems 


Hypothetical Basis for Determination of Cost Formula: 


Product of Plant: 
Our own production for additions to plant......... 100,000.00 
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Correspondence. 


Jobbing Sales (Materials bought for our own produc- 
tion but sold without expenditure of labor other 


than receiving, storing and shipping)............ 100,000.00 
Cost Elements: 
Total purchases of Materials....... $ 400,000.00 
Foundry Labor, productive........ 50,000.00 
Foundry Labor, non-productive.... 35,000.00 
Machine Shop Labor, productive... . 100,000.00 
Machine Shop Labor, non-productive. . . 30,000.00 7 
Materials consumed for Expense, Mac. Sh. 10,000.00 
Wood Working Depts. Labor, prod.. 75,000.00 
Wood W’king Dept. Labor, non-prod. 25,000.00 
Wood W’king Depts. Expense Mat’ls. 5,000.00 
Receiving, Storage & Ship’g Labor. . 15,000.00 
Power, Heat, Light, Superintend- 
760,000.00 
Office and Draughting Room Expense 80,000.00 
Selling and Advertising Expense... . 60,000.00 


Interest, Taxes, Insurance, Depreci- 

ation and general plant repairs and 

expense not chargeable direct to 
productive departments. ........ 50,000.00 
$1,000,000.00 


Maryland Notes. 


The regular monthly meeting of the Maryland Association of 
Certified Public Accountants was held March 13. Both the 
President and the Vice-President being absent, Mr. Charles L. 
Hehl, C. P. A., upon motion duly passed, took the chair and 
disposed of the regular business. 

The Association at a previous meeting appointed a special 
committee to watch legislative matters at Annapolis, and 
report such matters as might be of special interest to members 
of the profession. 

It is stated that none of the candidates who took the exam- 
ination recently given by the State Board of Examiners, 
were successful in their efforts to secure a “C. P. A.”’ certificate. 
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Among the unsuccessful candidates were some bright and capa- 
ble men, but it is also to be noted that ‘“‘C. P. A.” certificates 
are not coming at the present time as easy as some people 
anticipated. 

Auditing is fast becoming contagious in Baltimore. Many 
of the larger business houses are employing ‘‘C. P. A.” men 
to an extent that has never been done in previous years, and 
some of our accountants are pressed more for “time’’ than 
anything else at the present time. : 


Indifference Worse Than Opposition. 


At a meeting of the Woonsocket (R. I.) Association of Ac- 
countants and Bookkeepers on March 22, 1906. Mr. Charles N. 
Vollum, president of the Pennsylvania state board of examiners 
of certified public accountants, delivered an able address in which 
he urged the passage of a “C. P. A.” law in Rhode Island. “The 
effect of such a law in the states where it is already in effect,” 
said the speaker, “has been greatly to elevate the profession of 
accounting and to benefit the accountant by keeping out incom- 
petents and allowing him to demand a just compensation for his 
services. It is not opposition which causes such bills to fail in | 
state legislatures so often, but pure indifference.” 


The Institute of Accounts. 


The March meeting of the Institute was held at the Fifth Avenue 
Hotel, New York City on Thursday evening March 15. The 
notice sent out to members stated that the subject for consideration 
would be ‘Inquiries and Problems.’’ The discussion was opened by 
Mr. Samuel D. Patterson, C. P. A. and was participated in by all the 
members présent. It naturally drifted into the subject of manufac- 
turing costs and cost accounts and was found to be of such interest that 
the meeting adjourned with the understanding that the discussion would 
be continued at the next meeting to be held on April 15. The 
notices sent out for April state that an informal lunch will be served 
from 6:30 to 8 P. M. and the meeting will be called to order at 8:30 
sharp. This meeting will be for members only. 
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The joint committee of the American Association of Public 
Accountants and the New York State Society of Certified 
Public Accountants made a strong plea before the Armstrong 
Committee of the New York State Legislature in Albany on 
March 15 and «6 for amendments to the present law covering 
reports of insurance companies to the State Insurance Depart- 
ment. Messrs. A. L. Dickinson, C. L. Ludlam, and R. H. 
Montgomery, comprising the joint committee, accompanied 
by Hon. William Harman Black, as counsel to the committee, 
and assisted by Mr. Harvey S. Chase, who happened to be in 
Albany at the time, presented the argument of the accountants. 

Mr. Dickinson pointed out that the present law is defective 
in that it calls for a statement of the condition of the company, 
but not, as in the case of Massachusetts and other States, for a 
statement of the business operations of the year. He called 
the attention of the committee to the defects in the forms 
which are required under this section by the State Insurance 
Department, especially the absurdity of the term ‘‘Non Ledger 
Assets.”’ It is the use of this term that has led to the practice 
of Insurance Companies including on their principal books only 
the assets described by the blanks of the Insurance Department 
as ‘“‘Ledger Assets,’’ but omitting entirely all other assets and 
all liabilities. He referred to that portion of the form requiring 
the deduction of assets not admitted and made it clear that 
what the societies propose is that every asset of an Insurance 
Company shall be admitted at a fair and proper value. The 
Insurance Department should certainly pass upon the values 
of these assets, but should not claim the power to exclude whole 
classes without any reference to whether or not they represent 
value. 

The speaker objected to the form of the so-called Income 
and Disbursements Account; firstly, because it is not a cash 
account and does not contain all the receipts and all the dis- 
bursements; secondly, because it is not an Income and Ex- 
penditure account and does not bring in outstandings uncol- 
lected or disbursements not paid, although appertaining to the 
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operations of the period. He also pointed out that an account 
which merely shows the changes during the year in certain 
classes of assets is valueless and should be replaced by one which 
shows the changes in surplus during the year and thus com- 
prises the whole income and expenditure of the company. He 
also informed the committee that the United States is practi- 
cally the only civilized country in the world which does not 
call for a proper income and expenditure statement instead of 
cash receipts and disbursements; and finally he called attention 
to the forms of account suggested by the Societies and sub- 
mitted a printed proof dealing with the various matters dis- 


cussed. 
Mr. Harvey S. Chase, public accountant of Boston, addressed 


the committee March 16, as follows : 

Representing the governing body of the national association of 
public accountants in America—the American Association—I have been 
requested to give briefly some experiences of Massachusetts—my native 
State—along the lines advocated in the amendments which are to be 
presented by a following speaker. 

I am requested to quote these experiences of Massachusetts here 
since Massachusetts has had, for many years a national reputation as 
a leader in legislation which seeks to control the creatures of the legis- 
lature—corporations—in the larger interests of the whole community. 

In the first place then the proposed amendments to these bills. upon 
which I am requested to speak, are in certain respects exactly along the 
lines which practical experience has proved to be of very great value 
in Massachusetts. In that State it is a requirement of law that all 
corporations with capital stocks exceeding $100,000, must have their 
accounts and reports certified annually by an auditor under oath, and 
this auditor is to be appointed under mandatory requirements, by the 
stockholders of the Company, not by the directors. 

The auditor is, therefore, a representative of the stockholders and 
he, as an impartial outside accountant, audits the financial transactions 
of the Directors, and reports to the stockholders as well as to the State. 

This important requirement of law is in the interest of the great 
body of shareholders, whose sources of information, other than this 
source, must necessarily come through the offices of the company. It 
is evident that at this point the State of Massachusetts steps in and 
says in effect, that the shareholders shall have an impartial and suppos- 
edly able representative to report annually upon the acts of the corpor- 
ation officers. 

Now this provision is exactly the purport of the proposed amend- 
ments to your insurance bills. To give the policy-holders the right— 
even to make it mandatory upon them—to elect or to appoint impartial 
professional public accountants, to make annual audits and reports. 
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These men, the professional accountants, are the persons whose daily 
business it is to investigate impartially and to report the truth without 
fear or favor; for that is the high duty of professional accountants— 
to tell the truth and the whole truth. 

I remember quoting these sentiments to a prominent New York 
lawyer—that the public accountant’s privilege, as well as duty, was to 
tell the truth and thereby, I said, the accountant has a considerable 
advantage over the legal practitioner! But this notable lawyer took 
the comment serenely and got back at me by saying, ‘Well, Mr. Chase, 
if this is so, I should imagine that your professional activities would be 
rather more restricted than ours!’’ 

Now what these proposed amendments call for is just this provision, 
that the policy-holders in each and every life insurance company doing 
business in New York. shall be protected by a thorough and impartial 
examination by professional accountants. 

What is the fact to-day, when an investigation isneeded? To whom, 
indeed, did the new officials of the ‘“‘big three’ corporations turn when 
it became necessary to get at the facts and clear up the mysteries of 
insurance company management. 

They turned at once to the professional accountants. Where do 
they turn in England, or in France, or in Germany under such circum- 
stances? They turn to public accountants; men bound by their pro- 
fessional honor to report the truth and to set forth the facts exactly as 
they are found. 

The public accountant’s standard is a high one, and the work which 
he does can be depended upon and should be encouraged. The public 
accountant acts primarily in the interest of the community. His pro- 
fessional standing should be recognized,—it is being recognized, it is 
recognized in the business community and it is already recognized in 
the law of the State of New York. We ask that the evident necessity 
for investigations by trained and experienced professional men be still 
more clearly acknowledged in the proposed amendments. The com- 
munity, the shareholders in ordinary corporations, and the policy-holders 
in the insurance companies demand proper protection which can be best 
provided only by the proposed amendment to this bill. 

The tendency of the ablest managed corporations is to depend, 
not upon the examination made by taste or national authority, but upon 
the examirations by impartial professional public auditors. 

In spite of the national bank examiners and the state savings bank 
examiners both national and state banks and trust companies are calling 
more and more upon the public accountants. In manufacturing com- 
panies, in railroad companies, in gas and electric companies, the pro- 
fessional audit is now the rule. Insurance should not be an exception. 
In no corporation is the necessity for professional examination more 
evident. 


Hon. William Harman Black then addressed the com- 
mittee for the purpose of introducing in proper form the amend- 
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ments which the two societies desire. ‘What the societies 
want,’ he said, “is that the Balance Sheet shall not be used 
as a cemetery for the burial of the truth about the condition 
of the companies, and that the captions of the Income and Ex- 
penditure account shall not be merely tomb stones under which 
the real facts repose.’’ He proposed three reforms, as follows: 
first, that one or more public accountants shall be elected 
annually by the policyholders to certify to the correctness of 
the Balance Sheet; second, that the Superintendent of Insur- 
ance and at least one of the Deputy Superintendents and of the 
Examiners shall be a public accountant of three years’ 
practice; and, finally, that the Superintendent of Insurance 
shall be authorized to accept duly certified reports of public 
accountants appointed by the policyholders in lieu of himself 
making an examination into the condition of the company. 

Following the addresses, the joint committee of the Ac- 
countants’ Societies offered to assist the Armstrong Committee 
in any manner possible. It is expected that there will be 
another hearing within the next few days. 

Insurance Legislation is now under consideration in many 
States and the Joint Committee wish it to be understood that 
they are willing and ready to assist other State Societies in 
bringing these same matters before the Legislatures. They 
urge upon the Secretaries of the State Societies the importance 
of taking the matter up promptly and ascertaining the situa- 
tion in their respective States. 

Following are copies of a circular letter to public accountants, 
of a memorandum on the defects in the forms of statements now 
required of insurance companies, and of Mr. Black’s letter to 
Mr. Armstrong, together with proposed amendments of existing 
Statutes: 


Letter of Mr. W. H. Black. 


New York, March 17, 1906. 
Hon. ArmMstronG, Chairman, 
Albany, N. Y. 


- §m—In pursuance of your statement to me that your Committee 
would not amend Section 44 of the Insurance Law, because it applied 
alike to fire and casualty, as well as life insurance companies, I have re- 
drafted the amendment proposed thereto, and have put the Joint Com- 
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mitteee’s recommendations in regard to the form of balance sheet, and 
income and expenditure account, into a new section, which would be added 
to the bill introduced by the Special Committee on Insurance. It is trans- 
mitted herewith and marked “ No. 1.” 

I also send for your consideration, proposed amendment to Sections 
2 and 39 of the Insurance Law, marked “ Proposed Amendment No, 2,” 
and also an amendment providing for additional section, marked “ pro- 
posed Amendment No. 3.” 

Amendment No. 1 is designed to cure defects in the present form of 
the balance sheet and of the income and disbursement account. 

The Associations of Accountants believe that a classification of cer- 
tain specific assets under such generic names as “ assets not admitted” is 
wrong in principle. 

Every asset necessary for carrying on the business has some value, 
and such value should be admitted. The Insurance Companies should be 
allowed credit for all assets at their fair valuation to a similar going con- 
cern, and such valuations should be shown in the balance sheet and fur- 
nished to the Insurance Department, which Department will either accept, 
reduce, or reject them on their merits, and not on a mere arbitrary ruling 
that certain whole classes of assets are inadmissable. 

Under the present State forms, if any company desires to properly 
record in its ledger some or all of its “non ledger assets” or its “non 
ledger liabilities,’ the form of annual report required by the State can- 
not be prepared correctly so as to be in accord with the company’s books. 

If the policy holders and officials are to obtain any real idea of ex- 
penses, it is necessary that the cost of the business be shown by Depart- 
ments, as suggested in the form submitted. In this way alone can com- 
parisons be instituted between companies and periods. 

It has been suggested that the recommendations of the Joint Com- 
mittee of the American Association of Public Accountants, and the New 
York State Society of certified Public Accountants have not been 
disinterested. This is a fair criticism as to part of their recommendations 
to your honorable body, but it is not a correct criticism as to the most 
important recommendation made by them. The first amendment pro- 
posed by the Accountants Associations is that a proper balance sheet be 
prepared annually by the companies, and that they also furnish a proper 
income and expenditure account to the Superintendent of Insurance. Cer- 
tainly in neither of these propositions has either of the Accountants’ As- 
sociations any interest other than that of every good citizen of the State. 
Indeed, the very perfection of balance sheets and of income and expendi- 
ture accounts proposed by them, might make less work for accountants 
than the present cumbersome forms. But insurance officials, trustees, 
agents, policy holders, and every class of citizen that has appeared before 
your Honorable Committee, has been an interested class, and the fact that 
certain amendments suggested by these Associations of Accountants add 
to the dignity and importance of their profession, should not debar them 
from recommending that salutary changes suggested by their own ex- 
perience, be put into the Insurance Law. The considerations presented to 
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your Honorable Committee are not the hastily formed conclusions of men 
untrained in the accounts of insurance companies, but they represent the 
deliberate convictions of the best accountants in America, some of whom 
have but recently examined the three big insurance companies. These 
accountants were selected to present the question of proper insurance 
accounts to your Committee, because the two Societies, (one of them, 
the New York State Society, composed entirely of certified public ac- 
countants under the law of the State of New York), were convinced that 
the ability as well as the recent valuable experience of these members of 
the Joint Committee, entitle their opinions to careful consideration by you. 

The second amendment proposed is that a public accountant of three 
years’ active practice, shall be annually elected by the policy holders, who 
shall certify that the balance sheet, form of which they furnish herewith, 
shall be correct. 

The third amendment they propose is that the Insurance Com- 
missioner and one of his deputies and one of his examiners, shall be a 
public accountant who has been in active practice for three years. 

These are not idle recommendations, and are not made solely for the 
benefit of accountants, but they are made in the interest of the policy 
holder, stockholder, and the investing and insuring public as well, and 
they are entitled to be received with greater respect than if made by 
men unfamiliar with the subject, and with even greater care than if made 
by professional accountants who have not had the good fortune to gain 
the experience they recently enjoyed in auditing the accounts of the three 
big companies referred to. 

The provisions requiring men in these positions to be public account- 
ants, is not unknown to the law of New York, because in the Greater 
New York Charter, it is provided that one of the Commissioners of 
Accounts of the City of New York shall be a (certified) public ac- 
countant. We do not ask for the appointment of a certified public 
accountant. 

As was pointed out to your Honorable Committee by Mr. Harvey S. 
Chase, Massachusetts already requires the election of an auditor or 
accountant by policy holders or stock holders at every annual meeting 
of corporations with a capital of over one hundred thousand dollars. The 
amendments proposed by the Accountants’ Committee follow the same line, 
and they are strengthened by the additional recommendation that if the 
policy holders fail to elect such accountant, the State Commissioner of In- 
surance shall appoint one. 

I am instructed by the Joint Committee of Accountants to say to 
you that their services in the preparation of proper balance sheets, and 
income and expenditure accounts, are entirely at the service of your 


Committee. I am 
Very Respectfully yours, 
(Signed) Witt1am Harman BLiack, 
Counsel for the Joint Committee of the Ameri- 
can Association of Public Accountants, and 
the New York State Society of Certified 
Public Accountants. 
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AMENDMENT NO. I. 


Proposed amendment No. 1, which provides for another section in 
addition to the bill introduced by the Special Committee on Insurance: 

An Act to amend the laws of 1892 entitled “ An Act in relation to 
insurance corporations constituting chapter 38 of the General Laws.” 

The people of the State of New York, represented in senate and 
assembly, do enact as follows: 

Section 1. Chapter 690 of the Laws of 1802 entitled “ An Act in rela- 
tion to insurance corporations constituting chapter 38 of the General 
Laws” is hereby amended by adding thereto a new section to be known 
as Section No. and to read as follows: 

Section Form of balance sheet and income and expenditure 
accounts. 

The Superintendent of Insurance shall furnish to every corporation re- 
quired to report to him under the provision of this act, the forms of 
balance sheets and income and expenditure account hereto attached, and 
he may make such changes from time to time in the form of the same, not 
inconsistent therewith, as shall seem to him best adapted to elicit from 
such corporations a true exhibit of their condition in respect to the 
several matters upon which they are to report, or in respect to any 
other matters which he may deem material. 

And such corporations so receiving said forms shall fill them out and 
file them in the office of the Superintendent of Insurance, verified by oath 
of at least two of the principal officers of such corporation as provided 
in Section 44, and certified by one or more Public Accountants who have 
been in active practice on their own account for at least three years prior 
to the date of such certificate, and who shall have been appointed by the 
policy holders to make, and who shall have made an audit of the accounts 
of such corporation for the period covered by the report. 

Section 2. This act shall take effect immediately. 

AMENDMENT NO. 2. 

Proposed amendment No. 2 to Senate Bill No. 528, amending the 
Insurance Law by adding a new section. 

An Act to amend chapter 690 of the laws of 1892 entitled “ An act in 
relation to Insurance Corporations, constituting chapter 38 of the General 
Laws.” 

The people of the State of New York represented in Senate and 
Assembly do enact as follows: 

Section 1. Chapter 690 of the laws of 1892 entitled “ An Act in rela- 
tion to Insurance Corporations constituting chapter 38 of the General 
Laws” is hereby amended by adding thereto a new section to be known 
as Section to read as follows: 

SECTION . Annual audit of accounts on behalf of Policy Holders. 
At every annual meeting of policy holders there shall be elected to audit 
the accounts of the company for the year ending on December 3ist., next 
ensuing, one or more Public Accountants, who have been in active prac- 
tice for not less than three years immediately prior to the date of such 
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election. Such Public Accountants shall have full and free access at all 
times to the books and accounts, documents and vouchers of the company, 
and shall be entitled to require from the directors, officers, stock holders 
and policy holders of the company, such information and explanation as 
may be necessary for the performance of their duties as such. Such ac- 
countants shall make a report thereon in which they shall state whether or 
not all the requirements of this act have been complied with, and whether 
in their opinion the statement of Assets and Liabilities is properly drawn 
up so as to show the true financial condition of the Company. A com- 
plete copy of such report shall be forwarded to every policy holder of 
the company within thirty days of its date. 

Section 2. In case such annual meeting shall fail to elect such public 
accountant, the Superintendent of Insurance shall appoint to audit the ac- 
counts of said company in the manner provided in Section 1 of this act, 
one or more public accountants who have been in active practice for not 
less than three years immediately prior to the date of such appointment. 
Said accountant shall have full and free access at all times to the books 
and accounts, documents and vouchers of the company, and shall be en- 
titled to require from the directors, officers and policy holders of the 
Company such information and explanation as may be necessary for the 
performance of their duties, and said Accountant so appointed shall make 
the same report required by Section 1 of this act. 

Section 3. This act shall take effect immediately. 
AMENDMENT NO. 3. 


Proposed amendment No. 3 to Sections 2 and 10 of Senate Bill No. 
528, amending Sections 2 and 39 of the Insurance Law. 

An Act to amend Sections two and thirty-nine, of chapter 690 of the 
laws of 1892 entitled “ An Act in relation to Insurance Corporations, con- 
stituting chapter 38 of the General Laws.” 

The people of the State of New York represented in Senate and As- 
sembly, do enact as follows: 

Section two of the Insurance Law being chapter six hundred and ninety 
of the laws of Eighteen hundred and ninety-two, entitled “An act in 
relation to insurance corporations, constituting chapter thirty-eight of the 
General Laws” is hereby amended to read as follows: 

Section 2. The Superintendent of Insurance. There shall continue to 
be a separate and distinct department charged with the execution of the 
laws relating to insurance, to be known as the insurance department, the 
chief officer of which shall be the Superintendent of Insurance, who, after 
the termination of the term of office of the present superintendent, or 
whenever a vacancy shall occur in the office, shall be appointed by the 
Governor, by and with the advice and consent of the Senate, and shall 
hold his office for the term of three years. He shall be a Public Account- 
ant who has been in active practice as such on his own account for not 
less than three years preceding such appointment. He shall receive an 
annual salary of seven thousand dollars, which shall be in full of all 
services performed by him in any capacity. 
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There shall be one or more Deputy Superintendents, at least one of 
whom shall be a Public Accountant who has been in active practice as 
such on his own account for at least three years next preceding his 
appointment. 

The Superintendent and his Deputies shall take and subscribe and 
file in the office of the Secretary of State the constitutional oath of office 
within fifteen days from the time of notice of their appointments respect- 
ively. The Superintendent shall within the same time give an official 
undertaking in the sum of twenty-five thousand dollars, with two good 
sureties to be approved by the Comptroller. Neither the Superintendent 
nor any Deputy nor employe shall be directly nor indirectly interested 
in any insurance corporation except as an ordinary policy holder. All 
books, papers, documents, securities, stocks, bonds and mortgages and 
all other papers whatever in the office of the Comptroller and’ in the 
office of the Secretary of State at the time of the passage of chapters 
three hundred and sixty-six of the laws of 1859 relating to the business 
of insurance shall on demand be delivered and transferred to the Super- 
intendent, and be and remain in his charge and custody. 

Section thirty-nine of the insurance law is hereby amended to read 
as follows: 

SecTIon 39. Examiners and examinations. (The Superintendent of 
Insurance shall as often as he deems it expedient appoint one or more 
competent persons not officers of or connected with or interested in any 
insurance corporations doing business in this State other than as a policy- 
holder, as Examiners to examine into the affairs of any such corporation 
Such examiners may examine under oath the officers and agents of any 
such corporation and ‘ts books with reference to its business.) The 
Superintendent of Insurance shall at least once in three years examine 
into the affairs of every insurance corporation as often as he may deem 
it expedient. For such purpose he may appoint as Examiners, one or more 
competent persons not officers of or connected with or interested in any 
insurance corporation other than as policy holders. One at least of such 
Examiners shall be a Public Accountant who has been in active practice 
on his own account for at least three years next preceding the date of 
his examination, and upon such examination he, his deputy, or any 
Examiner authorized by him may examine under oath the officers and 
agents of such corporation and all persons deemed to have material in- 
formation regarding the company’s property or business. Every such 
corporation, its officers and agents shall produce its books and all papers 
in its or their possession relating to its business or affairs, and any other 
person may be required to produce any book or paper in his custody 
deemed to be relevant to the examination for the inspection (and 
examination of such) of the Superintendent, his Deputy or Examiners 
whenever required: and the officers and agents of such corporation shall 
facilitate such examination and aid the examiners in making the same 
so far as it is in their power to do so. Every such examiner shall make 
a full and true report of every examination made by him verified by his 
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oath, which report so verified shall be presumptive evidence in any action 
or proceeding in the name of the people against the corporation, its offi- 
cers or agents, of the facts stated therein. The Superintendent shall 
grant a hearing to the corporation examined before filing any such re- 
port, and may withhold any such report from public inspection for such 
time as he may deem proper, and may, if he deems it for the interest of 
the public to do so, publish any such report or the result of any such 
examination as contained therein in one or more newspapers of the State, 
provided that the Superintendent of Insurance may at his discretion 
accept in lieu of the examination prescribed in this section the Reports of 
Public Accountants who haye been in active practice on their own account 
for not less than three years preceding the date of such reports, and who 
have been duly appointed by the policy holders to make such examina- 
tions. 
Section 2. This act shall take effect immediately. 


Circular Letter and Memorandum. 


Marcu 14, 1906. 
Dear Sir: 

The New York State Society of Certified Public Accountants and the 
American Association of Public Accountants have appointed us a Joint 
Committee to bring before the Legislature the necessity for the amend- 
ment of the forms of accounts now required of Life Insurance Companies 
by the State Insurance Departments. 

While this matter has received little or no attention at the hands of 
the Armstrong Committee, it is, we venture to think, of equal, if not of 
greater importance than many of the matters upon which that Committee 
has reported. 

There can be no doubt that the present form of statement is, from an 
accounting point of view, incomplete, unsuitable and misleading in many 
particulars, and in the opinion of many who have studied this subject is 
largely responsible for the irregularit’es rec’ ..tly disclosed. 

We venture to ask your consideration of the enclosed memorandum 
dealing with the defects in the present statements, and would ask you in 
the interests of sound accounting to give your support before the Legisla- 
ture to the amended forms of statements of Assets and Liabilities, As- 
surance Account and Surplus Account herewith submitted. 

The Societies we represent intend to submit to the Legislature an 
amendment to Section 44 of the present law, requiring accounts to be 
rendered in these forms, in addition to any other information which the 
Insurance Departments may require. We would appreciate an expres- 
sion of your opinion on these forms. 

Yours very truly, 
A. Lowes Dicxtnson, 
Cuas. S. Lupita, 
Henry R. M. Coox. 
Joint Committee on Insurance. 
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THE NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC 
ACCOUNTANTS, 


277 Broapway, New York, 
AND 


THE AMERICAN ASSOCIATION OF PUBLIC ACCOUNTANTS 


54 Street, New York. 
Jornt CoMMITTEE ON INSURANCE. 


MemoranpuM Upon Derects IN THE Forms oF STATEMENTS NOW Re- 
QUIRED OF INSURANCE COMPANIES BY THE STATE INSURANCE DeEParT- 
MENTS. 


We wish to interest you in a feature of the insurance situation which 
has received but little attention at the hands of the Armstrong Committee, 
although it is, we think, of at least equal if not greater importance than 
many of the matters upon which that Committee has so ably reported. 
We refer to the present form of statement called for by the State Insur- 
ance Department, which is incomplete, unsuitable and misleading in many 
particulars and is, in the opinion of the Public Accountants who have 
carefully studied it, largely responsible for the insurance irregularities 
recently disclosed. 

In the interests of policy holders it is essential that this form be 
remodelled on the basis of sound accounting principles. The New York 
State Society of Certified Public Accountants and the American Associa- 
tion of Public Accountants have appointed a Joint Committee to bring this 
matter before the legislature at Albany. 

The accounts of an insurance company are in many respects compli- 
cated. A proper audit of them requires the services of public account- 
ants, able to apply to the examination of the company those critical facul- 
ties which they have acquired both by training and experience over a 
large number of years. A proper report to the State Department can only 
be submitted upon forms which compel a complete statement of the actual 
financial condition and the transactions of the company. This the 
legislature can only hope to prescribe, by including in its legislation for 
the correcton of insurance evils, the requirement that the State Depart- 
ment be compelled by law to require the reports from insurance companies, 
which will show clearly not only that the companies are complying with 
the bare provisions of laws relating to insurance generally, but that they 
be required to render statements which shall contain all and every salient 
detail relating to their business, which will interest and satisfy the re- 
quirements of its policy holders. 

The form of report required by the State Department provides that 
certain assets of the Company need not be recorded on its ledgers. It was 
owing to this provision that the State Department prevented itself from 
gaining a knowledge of the “ Yellow Dog Funds,” “Campaign Contribu- 
tions,” etc., revealed in the recent investigation. 

The form makes a distinction between what are described therein as 
“Ledger Assets,” “ Non-Ledger Assets” and “ Assets Not Admitted.” 
The distinction between ledger and non-ledger assets involves the assump- 
tion that it is not necessary for an insurance company to record on its 
books any of its assets and liabilities, except its so-called “ Ledger Assets.” 
These latter include: investments in real estate, mortgage loans, loans on 
policies, stocks, bonds, cash and agents’ balances; all other assets, such 
as interest and rents due and accrued on investments, premiums due and 
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unreported, market value of investments in excess of book values, 
amounts due from other companies for losses or claims on policies re- 
insured, and the general heading of “ All Other Assets,” are not supposed 
to be recorded on the ledger of the company; nor, on the other hand, is 
the ledger supposed to record any of the company’s liabilities. 

It will readily be seen that this legal authorization of the practice of 
insurance companies to have assets and liabilities which need not be 
recorded on their ledgers is a very dangerous one and has virtually per- 
mitted, if it has not caused, the scandals disclosed by the recent investi- 
gation of the Legislative Committee. 

It is perhaps hardly necessary to emphasize the erroneous character 
of a form which necessitates the exclusion from the ledgers of the com- 
pany of all its liabilities on contracts in force, on claims for death losses 
admitted but not paid, on premiums paid in advance, on salaries, rents, 
office expenses, etc., accrued during the year but not paid until after its 
close, or on dividends due to policyholders but for one reason or another 
not yet claimed or paid. Any commercial company which kept its books 
in this condition would be subjected to most adverse criticism; and, as a 
matter of fact, in some foreign countries such a system of accounting 
would in the case of the insolvency of any such company be treated as a 
misdemeanor and subject the officers and all concerned to legal penalties. 

Another feature in which the present form is entirely inadequate and 
incorrect is in what is known as the account of Income and Disbursements. 

Income is, both popularly and technically, not only among account- 
ants but among all commercial men, understood to include everything 
which becomes due to a Company in a specified period as a result of 
carrying on its business. The State Insurance Departments in their 
apparent ignorance of the technicalities of accounts and of ordinary com- 
mercial usage have twisted the term Income to mean merely the actual 
cash receipts of the Company, excluding only receipts from the sale or 
repayment of investments. The miscalled “Income” omits entirely 
premiums, interest and dividends, etc., accrued during the period to which 
the accounts relate, but not collected until a later date: and on the other 
hand, includes the similar items which accrued in the preceding year but 
were collected in the current year. 

On the other side of the statement the item of Disbursements in a 
similar way only includes cash payments made by the company, exclud- 
ing payments made for additions to Investments or on that particular 
class of Assets which the Insurance Department have styled “ Ledger 
Assets.” Just as the income omits accruals during the year, so do Dis- 
bursements omit any account of expenses, generally to a large amount, 
which have been incurred during the year but are not paid until after the 
close thereof; and on the other hand, they include large amounts paid out 
during the year but incurred in the preceding year. 

To put the matter in another way, the form calls for a statement of 
accretions to or diminutions from the so-called “Ledger Assets” only, 
but does not in any way account for the change during the year in the 
Net Surplus. These Ledger Assets will comprise on the average about 
go per cent. of the total; while the Surplus Account depends upon the 
whole Assets as well as the whole Liabilities, the latter of which approxi- 
mate in amount to the value of the Ledger Assets. No statement of 
operations can be considered complete which does not show clearly and 
concisely how the Surplus of one year has become that of the succeeding 
year. 


In this connection attention is called to the following extracts from 

the report of the Examiners for the States of Tennessee, Kentucky, 

a Nebraska and Minnesota, of the New York Life Insurance 
mpany : 
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UNCOLLECTED AND DEFERRED PREMIUMS. 


“Sufficient tests were made to satisfy your Examiners that no undue 
credit has been taken on account of these items in the annual statement. 
The deferred premium account has not been kept with as much care as 
it might have been, but the excess credits taken about equal the 
omissions from the total credit to which the Company is entitled. The 
Actuary’s Department after having these differences called to its attention, 
has promised this year to change the method so that the results in the 
future will be more accurate than they have been in the past. Jt must be 
borne in mind, however, that this being a non-ledger asset, there are no 
means of nig up the results with any book of permanent record, and, 
im consequence, there is an opportunity for errors to creep in.” 

NON-LEDGER ASSETS. 


“A brief reference has already been made to the method employed by 
this Company in carrying some of the assets as “.Non-Ledger.” By this 
means those assets have been kept from the corporations books used in 
the compilation of the annual statement, and a mere memorandum record 
of them exists. 

“In the report for 1905, reference is made to Schedule X, showing 
that there exist assets not taken credit for in the balance sheet. Many of 
these assets are not “Non-Ledger” within the meaning of the annual 
statement blanks and this method of carrying assets which should appear 
in the security schedules does not seem proper to us, as it has permitted 
the assets in question to disappear from annual statement blanks in the 


It is needless to say that no commercial company which made up its 
accounts on the basis required of Insurance Companies could ever arrive at 
_— _4 approximate idea of what its profits or earnings for any period 
might be. 

It is difficult to see what there is in the nature of the insurance busi- 
ness which would in any way necessitate, or even excuse, such a misleadin 
statement of results of the year’s operations as that now required. I 
a company wishes to make an exceptionally favorable showing, it is only 
necessary for it to postpone the payment of its obligations, at the same 
time making a special effort to collect everything possible, as the report 
deals only with the actual cash paid out or collected without regard to the 
obligations incurred or revenue accrued. Any transactions, moreover, 
which the company does not wish to disclose, but which must necessarily 
affect the surplus, can be so manipulated through the “ Non-Ledger Assets 
and Liabilities” as not in any way to affect the “Ledger Assets,” and so 
will never be disclosed in the annual statement. _ rae 

It may be added here that in Russia, Italy, Switzerland, Great Britain, 
Australia and New Zealand a proper form of Revenue Account, including 
the actual income and the actual expenditure of the year, is required, and 
the authorities of other countries frequently call for similar information. 

Attention is also called to the reports from common carriers, required 
by the New York State Board of Railroad Commissioners and by the 
Interstate Commerce Comission, all of which are prepared upon the 
correct plan of income and expenditure and not of cash collections and 
disbursements. 

To remedy these defects the attached forms of Statements of Assets 
and Liabilities, Income and Expenditure, and Surplus, are urgently recom- 


mended 
Report of Illinois Committee. 


At the suggestion of the Joint Committee a special Committee 
of the Illinois Society of Certified Public Accountants consisting 
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of Messrs. Allen R. Smart, Charles J. Marr, and Seymour Walton 
appeared before the Insurance Commissioners of various states 
who were in session together at Chicago to consider amendments 
to the insurance law. The following is their report: 


The Committee appointed to meet the commissioners of insurance now 
in session in this city beg to report that they called on the commissioners 
and laid before them the printed circulars received from the American 
Assoication, furnishing each member with a copy. Your committee made 
a few explanatory remarks and offered to come before the commissioners 
again in case any information, beyond that contained in the circular letter, 
was needed or any explanations were desired by the commissioners. 

The meeting seemed to be very much interested and the Chairman 
thanked the committee for bringing the matter to the attention of the 
commissioners. 
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Problem in Practical Accounting. 
With Solution by Herbert G. Stockwell, C. P. A. 6: % 


The William Green Company, retail and wholesale grocers, on January 
I, 1902, decided that instead of paying premiums for fire insurance on the 
stock carried at its fifty retail stores, and also at the warehouse, it will 
set aside out of the profits of each year an amount equal to the premiums 
which would have been paid to the Fire Insurance Companies, and will 
deposit this amount on January Ist of each year with Trust Companies at 
3 per cent. interest. 

The premium paid in 1901 averaged $75.00 on each store and $600.00 
on the warehouse. On July 1, 1902, they opened ten new stores; on Janu- 
ary I, 1903, they opened five additional stores; on January 1, 1904, they 
opened ten new stores; all of about the same size and carrying about 
the same stock. 

Figure the insurance at the same rate for the years 1902, 1903, and 1904. 
Show the accounts which should be opened on the books of the William 
Green Company, to take care of this new feature and the condition of 
these accounts on January I, 1905. 


SOLUTION TO PROBLEM. 


1902. 
Dec. 31, Profit and Loss, Dr..........ccseeees $4,725.00 
To Reserve for Insurance.................. $4,725.00 
10 stores, % yr. @ $37.50. 375 
$4,725 
1903. 
jen., Insurance Pand, Dr... $4,725.00 
Investment at 3% interest with the...... “a : 
bank as an_ insurance 
fund in lieu of premiums heretofore paid : 
to Insurance companies ................ 
To Reserve for Insurance ............+.+-- ‘ $5,475.00 
$4,875 
$5,475 
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Dec. 31, Insurance Fund, Dr................ $141.75 $141.75 


To Reserve for Insurance, 3% interest on 
1904. 
Jan. 1, Insurance Fund, Dr................. $5,475.00 
Investment of 1903 reserve at 3%...... 
To Reserve for Insurance ................-. $6,225.00 


Dec. 31, Insurance Fund, Dr.............:... 


To Reserve for Insurance.................. $310.25 
3% interest on deposit of $10,341.75. 
1905. 
Jan. 1, Insurance Fund, Dr..........cccccccees $6,225.00 
$6,225.00 


Investment of 1904 reserve @ 3%. 


RESERVE FOR INSURANCE. 


1902 


1903. 

1904. 


Funp (deposited in Trust Co.). 


1903 


1904. 

1905. 


Comments on Problem. 


The first step to be taken in the problem is to charge the Profit and 
Loss Account with the amount necessary to be set aside, crediting the 
amount to the Reserve account, which then represents profits set aside 
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for this specific purpose and not available for dividends. The next step 
is to invest the cash in some interest bearing security or (as in the prob- 
lem before us) deposit it in a special account. When interest on the 
investment is received it becomes a credit, not to the regular Interest 
account or to the Profit and Loss account, but to the Reserve account. 
As soon as the interest credits become large enough to make an invest- 
ment, securities should be purchased and the amount charged to the In- 
vestment account. In business where the sinking funds reach larger propor- 
tions the interest is sometimes carried in a special account called “ Interest 
on Investments of Sinking Funds.” The interest is not under any circum- 
stances a credit to the Investment account. 


New York C. P. A. Problem. 
With Solution by Stephen A. Ulman, C. P. A. 


Following is the first problem in the Practical Accounting paper set in 
the New York C. P. A. examination in January, 1906, with solution: 


1. The Parker Construction Company is unable to meet its obligations 
and is forced into liquidation. At the time the receiver takes charge of its 
affairs the following trial balance is prepared from the company’s books: 


Land and buildings 

Mortgage on land and buildings ° $8,000 
Plant and equipment 

Creditors 

Completed contract accounts (losses) 

Capital 

Uncompleted contract accounts (outlay) 

Securities acquired in settlements 

Debtors’ accounts for completed contracts 

Expenses 

Inventory of materials 

Profit and loss (deficiency) 


400 $117,400 


The sureties on the unfinished contracts estimate that a further outlay 
of $20,000 will be required to complete the work and realize the contract 
rice of $40,000, and their offer to take over the materials on hand for 
1,500, as part of said cost, is accepted by the receiver. Of the securities 
acquired $5,000 is pledged to secure $11,000 due creditors, and $10,000 is 
pledged to secure $9,000 due creditors. The company owes for taxes 
on real estate $100 and for salaries and wages of employees $1,200, 
which sums do not appear on the books. The company has dis- 
counted customers’ notes for $3,000, of which subsequent advices indi- 
cate that $1,000 will be dishonored, and a debtor owing $1,500 on un- 
secured account has failed and disappeared. It is estimated that the 
amount realized on land and buildings will be sufficient to satisfy the 
mortgage only, and that plant and equipment will realize only 6% of the 
book value. 

Prepare a statement of affairs and deficiency account. 
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STATEMENT OF AFFAIRS 


Total Schedule 
Liabilities No. 
8,000.00 Mortgage 

59,400.00 Creditors: 


1,000.00 Endorsement 
1,300.00 Preferred Creditors; deducted from Assets 
Wages 1,200.00 


20,000.00 Sureties on Contracts 
Contingent liability for endorsements 


89,700.00 _ 


Nominal Schedule 
Assets 
500.00 Cash on hand 

15,000.00 Securities: Pledged with creditors 

6,000.00 Accounts Receivable 

2,000.00 Materials 

30,000.00 Uncompleted Contracts 

10,000.00 Land and Buildings 

20,000.00 Plant and Equipment 


Deduct Preferred Creditors 


Balance (deficiency) 


DEFICIENCY ACCOUNT 


Capital at beginning of Receivership 
Deficiency as per Statement of Affairs 


Expenses prior to receivership: 
Expenses 


Shrinkages : 
Land & Buildings 
Plant & Equipment 
Accounts Receivable 
Materials 


Loss on Contract 


Expected to 


Rank 


73,400.00 


Expected to 


roduce 
500.00 


4,500.00 
1,500.00 
40,000.00 
8,000.00 
1,200.00 


55,700.00 
1,300.00 


54,400.00 
19,000.00 


73,400.00 


40,600.00 
19,000.00 


59,600.00 


8,000.00 
15,000.00 
Unsecured ..............+++ 44,400.00 44,400.00 
T S$ 100.00 
50,600.00 
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Periodical Literature. 


Selected by Mitts E. Case. 


Key to abbreviations: A~—Arena. Acc.—The Accountant. B. B.—Busi- 
ness Man’s Magazine and Bookkeeper. B.Ma.—Bankers’ Magazine. C.— 
Cosmopolitan. C. T. B—Coal Trade Bulletin. I. A—Iron Age. Int. Ry. J. 
—lInternational Railway Journal. J. A.—Journal of Accountancy. M.Ma. 
—Moody’s Magazine. Mfg. Rec.—Manufacturers’ Record. N. Y. L. T. J. 
—.N Y. Lumber Trade Journal. S.—System. So. Ba.—Southern Banker. 
W. Elec.—Western Electrician. 


Accounting. Accounting system for a water 


The utility of statistics to ac- 
countants. Acc. Jan. 20. 

Bookkeeping for retail grocers 
and other tradesmen—M. Web- 
ster Jenkinson. Acc. Jan. 20. 

Some points in municipal accoun- 
tancy—George Swainson. Acc. 
Jan. 27. 

Accounting methods in the poultry 
business—C. Brainard. B. 
B., Jan. 

A simple system of shipping shoes 
John A. Sutherland, B. B., Jan. 

How to secure a positive double 
check in packing goods—Elliott- 
Fisher Co. B. B., Jan. 

A real estate system—A. Schoen- 
laub. B. B., Jan. 

How to keep a record of contain- 
ers loaned to customers—C. E. 
Yost. B. B., Jan. 

A mail-order sales system—E. L. 
Swikard. B. B., Jan. 

A combination voucher record and 
book—L. S. Sutliff. B. B., 

an. 

Loose Leaf methods—H. L. Hall. 
B. B., Jan. 


Solicitors and bookkeeping. Acc. 
Feb. 3. 

Brewery and bottled beer accounts 
and audits—Herbert Lanham. 
Acc., Feb. fo. 


The appointment of auditors. 
Acc., Feb. 17. 

Accounting system in the logging 
business—W. P. Levack. B. B., 
Feb. 

Stock accounts and book inven- 
tories—William M. Lybrand. 
J. A, Feb. 

Mechanical aids to accounting— 
Chas. A. Sweetland. S. Feb. 
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works—David Lay. S. Feb. 
A physician’s case history card— 
Lyman L. Conner. S. Feb. 


A newspaper cost system—Eden 
B. Stuart. S. Feb. 


Banking and Finance. 


Insurance of deposits from the de- 
positor’s standpoint—Charles 
Wesley Reihl. B. Ma., Jan. 


Loans to dealers in grain and 
other agricultural produce— 
“G. H.” B. Ma., Jan. ’06. 

Influence of the new gold sup- 
plies—George E. Roberts. 
Ma., Jan. ’06. 

Annual report of the Secretary of 
the Treasury—Leslie M. Shaw. 
B. Ma., Jan. 

Demand for an elastic currency— 
Jacob H. Schiff. B. Ma., Jan. 

The safety-valve of banking—Al- 
fred H. Curtis. B. Ma., Jan. 

The New York rate of interest— 
—Geo. M. Coffin. B. Ma., Jan. 

Annual report of the Superintend- 
ent of Banks, New York—Fred- 
erick D. Kilburn. B. Ma., Jan. 

Canadian banking, commerce and 
manufacture. B. Ma., Jan. 

Trust companies—books, records 
and forms for the trust depart- 
ment—Clay Herrick. B. Ma., 
Jan. Feb. 

Loans to manufacturers and im- 
porters—“G. H.” B. Ma. Feb. 

The British and American treas- 
ury systems—W. Lawson. 
B. Ma., Feb. 

Capitalization of Bell Telephone 
Companies—Harry M. Stone- 
metz. M. Ma., Feb. 


; 
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The West’s readjustment of in- 
debtedness Charles Morean 
Harger. M. Ma., Feb. 

Modern get-rich-quick methods— 
—John Moody. M. Ma., Feb. 


Present financial situation in 
Russia—M. L. Jacobson. M. 
Ma., Feb. 

Modern bank accounting—T. E. 
Burkholder. So. Ba., Feb. 

Layingout a banking room—W. J. 
Hoggson. S., Feb. 


A system that failed—and why— 
Henry Cable Fuller. S., Feb. 
Economy—Stuyvesant Fish. 
A., March. 


Indexing and Filing. 


A simple order, shipping and per- 
manent record filing system— 
W. J. Savoy. B. B., Jan. 

A complete filing system for the 
office M. M. Lowber. S., Feb. 

How to index and file engrav- 
ings—Clifton S. Wady. S. Feb. 


Manufacturers. 


Methods of determining the effi- 
ciency of labor—John C. Dun- 
can. J. A., Feb. 

A simple workman’s time card— 
J. T. Carpenter. S., Feb. 

Power plant economies—Henry G. 
Stott. W. Elec., Feb. 

The accountant as adviser to the 
manufacturer—Allen R. Smart. 
J. A., Feb. 


Accounting methods for a copper- 
nickel mine—Walter H. Des- 
pard. B. B., Jan. 

Coke making in the United States 
—Edward W. Parker. C. T. B., 
Jan. 

Important economies around coal 
mines—Thomas Hall. C. T. B., 
Jan. 15. 

Obtaining the greatest efficiency 
in the operation of a coal mine 
where puncher machines are 


employed—Charles Dixon, C. 
T. B. Jan 15. 
Railroads. 
Transportation and car-accounting 
officers. Int. R. J., Dec. 
The economy of combined railway 
and lighting plants—Ernest 


Gonzenbach. W. Elec., Feb. 3. 
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The rehabilitation of Southern 
railways—Day Allen Willey. 
M. Ma., Feb. 

Some further arguments in regard 
to proposed freight rate regula- 
tion—William B. Stillwell. N. 


Organizations and 
Management. 


Facts concerning factory manage- 
ment—Charles B. Cook. B. B., 
Jan. 

Systematizing a large business— 
W. F. Longacre. B. B., Jan. 
Functions andorganization of fac- 
tory mangement—John R. Mac 

Neille. J. A., Feb. 

Management of traveling sales- 
men—F. S. Evans. J. A., Feb. 

The buying system of a retail 
store—Every M. Paget. S., Feb. 

Salesmen and advertising—Henry 
Harrison Lewis. S., Feb. 

Systematic relations with sales- 
men—Charles E. Cake. S., Feb. 

The man behind the system—Her- 
bert J. Hapgood. S., Feb. 

An organization for speed—Ken- 
dall Banning. S., Feb. 


Miscellaneous. 


Suggestions to exporters gleaned 
from American Consuls—Er- 
nest Cawcroft. B. B., Jan. 

The government’s commercial 
publicity—Maurice L. Jakob- 
son. B. B., Jan., Feb. 

Business possibilities in Labrador 
—J. S. Johnson. B. B., Feb. 

The purpose and practice of 
dumping—Ernest Cawcroft. B. 
B., Feb. 

Are great fortunes great dangers? 
—Frederick Upham Adams. 
Cosmop., Feb. 

The revision of the Canadian 
Tariff. J. A., Feb. 8, 15, 22. 
Mississippi's opportunity in cot- 
ton manufacturing—L. rles 

Raiford. Mf. Rec., Feb. 1. 

Federal supervision of insurance 
—symposium. M. Ma., Feb. 

The essential of success in pub- 
lishing—Samuel S. McClure. S. 
Feb. 

Publishing—T. J. Zimmerman. 
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PRACTICAL HAND BOOK 


$ & HIS book of over 200 pages (5% x8) substantially bound 


in art boards contains complete working plans of more 
practical systems than were ever before condensed into 

the same space. The simple--time savizg—confusion prevent- 
ing ideas, which hundreds of successfu; business and profes- 
Selling Systems sional men have found practical by actual test, are here clearly 
Advertising Systems described and illustrated in every detail. It is not a collection 
Accounting Systems of impractical theories involving complicated records—but the 
Billiag Systems most simple every work. 
< the experts of “THs Business MAN’S MAGAZINE ave n 

rs gr naga gathering the information contained in this book. They have 
had access to the files of the country’s leading manufacturers 

Loose-Leaf Systems of business systems; they have inspected the systems of the 


Charging Systems most progressive manufacturers, wholesalers, mail order houses, 

Buying Systems professional men, and public service corporations; they have 

Order Systems consulted the most advanced public accountants and expert 

Filing Systems system men; they have clipped the best system articles in Attorneys 
Stock Systems business periodicals. From this vast store of brains they have Banks 


selected these systems proved best by test—these they have 


insurance Systems 
re 7 boiled down that you may have, ready for instant use, the Trust Companies 


mendes we simple systems that will make your every effort more produc- Manufacturers 
aver tive—that will ecéfomize your time.. You are. offered, not Retailers 
Collection Systems merely the ideas of these five experts, but the pracéical busi- Dentists 
Credit Systems ness experience of over a hundred successful men. Publishers 


We will gi f the Book with bscri 
e will give you°a x your subscription SYSTEMS 


| FOR BUSINESS MEN 


The Business Man’s Magazine vour 


THIS BOOK 


FREE TO AND SUBSCRIP 
SUBSCRIBERS TION 
The Book-Keeper ~ TO-DAY 
BUSINESS MAN'S | The magazine that contains more practical business ideas than any other magazine in 
MAGAZINE ; the world. Every issue is filled with.money making—money saving—ideas for every 
|| THE SOCK-REEPER | business man. Its contributors are successfal business men who tell you of the methods 
= that have helped to make them successful. For more than seventeen years it has helped 
He Advertising to create a higher standard in business methods, more simple systems for every depart- 
——— ment, more economical ways of doing your every day work. During the present season 
| Business Systems || ¢ the subscription mail of “THs Bustwkss MAN’s MAGAZINE” has contained as many as 
2,182 ORDERS IN A SINGLE DAY, 
eee pee convincing evidence of the popularity of the magazine among business men. 


Regular depattments in ‘‘ Tue Busingss MAn’s MAGAZINE” —each one edited by a 
- specialist—in addition to the special articles which describe the systems used by the 
leaders in every line—are departments devoted to 


SYSTEMS—SHORTHAND— F 
BUSINESS LAW—FACTURY ORGANIZATION 


The entire field of business is covered—not a department ig neglected—there is not a man ia business who can- 
not gain many ideas of valae in his own business from a year’s, issues. 

Sign the coupon, take it to your newsdéaler, or send it fo us with $1.00 for a year’s subscription to 
“Tue Business MAN’s MAGAZINE,” atid we will give you a copy of the book “‘ Tabloid Systems.” 


Add 60c. for Foreign Postage 


THE BOOK-KEEPER PUBLISHING CO., Ltd. 


For the enclosed $1.00 enter 213 W. Fert 
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THE HENRY O. SHEPARD CO.., 


120-1830 SHERMAN STREET, 
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Printers, Binders and Engrakers. 
Fine Blank Books a Specialty. 


We supply ruled books and blanks for Chicago certified accountants, and can 
serve others with equal satisfaction. 


ESTIMATES FURNISHED ON APPLICATION. 


Analysis paper, 14 by 32 inches, ruled both sides on bond paper, carried in stock 
and ready for immediate shipment. 


HE New York University School of Commerce, Accounts and 
Finance aims to increase the efficiency of men in business. In 
both its day and evening sessions it prepares men for accountancy, 

banking, railroad office work, brokerage in stocks, bonds and produce, 
real estate, insurance and teaching. 

Special courses fit men for the State C. P. A. examinations, for the 
examinations in political economy, practical banking and commercial 
law conducted by the American Institute of Bank Clerks, and for the 
examinations for admission to the Actuarial Society of America. 

Regular students are graduated with the degree of Bachelor of Com- 
mercial Science. The completion of the regular course requires an 
attendance of three years at the evening sessions, or of two years at the 
day sessions; fee for regular students (five evenings a week), $100.00 
per annum. 

Persons competent to benefit from the instruction are admitted as 
special students. Credits thus earned will count toward the degree or 
the Certificate of Proficiency. 

One-year courses, four evenings a week, are given in accounting, 
banking, general business, real estate, and insurance; fee $80.00. 

All the sessions are held in the University Building, Washington 
Square. For announcement containing syllabi of courses, etc., address 
Tuomas Warner Mirtcue tt, Secretary, 32 Waverly Place. 


When writing to advertisers, kindly mention this Journa' 


i 
- 
4 
a 


THE JOURNAL 


OF ACCOUNTANCY 


The Comptometer 


Sweeps theBoards 


in the New York 
Speed and Accuracy 
Contest 


at Madison Square Garden Office Appliance and Business System Show. The swiftest and 
most accurate adders in the world break all previous official records for speed and accuracy 
in addition and multiplication. 

There were two classes of contests: those open to adding-listing machines only, and 
those open to all classes of machines, 

The Comptometer won every contest open to all classes of machines, 
there being nine American and three European makes on ‘exhibition. 

Here are some of the records made on the Comptometer in the contests open to all 
machines. No record equaling even the slowest of the following was made on any make 
of machine other than the Comptometer : : 


Check Adding Contest 


Adding the amounts on 500 department store checks 
ist prixe—Muss May Maner, of the C,, B. & Q, Ry. Co., Chicago, 4 Min. 19 Sec. 


2d prize—Muss Mae Baarcray, of the Ill, Central R.R., Chicago, 4 Min, 21 Sec. 
Miss Ottiz Crow, of the Ill, Central R.R., Chicago, 4 Min. 28 Sec, 
Muss Genevieve Green, of Marshall Field & Co., Chicago, 4 Min, 41 Sec. 
Miss Tura Swanson, of Swift & Co., Chicago, 5 Min. 43 Sec, 


Muss Anna M. O’Cattanan, Jordan Marsh & Co, Boston, 6 Min. 4 Sec. 
-Every one absolutely correct and every one using the Comptometer 
Multiplication Contest 


Performing Twenty-five large [lultiplications 


rt prize—Muss Tura Swanson, of Swift & Co.. Chicago, 2 Min, § Sec. 
2d prize—Muss Cecinta M, Engel, of Western Electric Co, N. Y., 2 Min. 18 Sec. 
Miss Carotin L. Scuerr, of Western Electric Co., N. Y., 2 Min. 32 Sec. 
Miss Mag Baarctay, of Ill. Central R. R., Chicago, 2 Min. 35 Sec. 


Every one absolutely correct and every one using the Comptometer 
When you buy an adding or calculating machine, get the one that is good all around 
You can get a good adding machine for $300 or $400, and a good multiplying and dividing machine for about 
$250, but the adding machine will not be as good for adding, nor will the multiplying machine be as good for multiplying, 
as is the Comptometer, which is twice as rapid and more convenient to use than either of the others in its own field. 
Yet the Comptometer costs only a fraction as much. The Comptometer is as universal in its practical and time-saving 


application as the science of arithmetic itself. 
Some repeat orders, Why did they buy more? 


MARSHALL Fietp & Co., Chicago, Ill. - - 177 | CuHicaco, BurtincTon & Quincy R. R. Co, 41 
U.S. Navy DEPARTMENT - - + 129 | Co.,New York - - 23 
CARNEGIE STEEL Co., Pittsburgh, Pa. - - 55 N. Y. SHIPBUILDING Co,, Camden, N. J - - 23 
Western Co., N. Y. and Chicago - - 45 PRUDENTIAL INSURANCE Co., Newark, N, J. 23 
Joun N. Y. and Phila. 4 50 | Simmons HarpwarE Co.,St. Louis, Mo, - - - 22 
N. Cantrrat & Hupsor River R.R.Co, - - 43 AMERICAN BripGE Co., Pittsburgh, Pa. - - - 17 


Why not investigate? 


FELT TARRANT CO. 


53 ORLEANS STREET CHICAGO, ILL. 
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THE ACCOUNTANCY PUBLISHING COMPANY 
32 Waverly Place, New York City 
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Directors: A, Lowes Dickinson, Franxiin Auten, JosepH E. Srerritr,Rosert H. Mont- 
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The first number of THe Journat, published in November, contained 
articles on the Education and Training of a Certified Public Accountant, by 
J. E. Srerritt, C.P.A.; The Duties and Responsibilities of the Public 
. Accountant with Regard to New Issues of Stocks and Bonds, by A. Lowes 
Dickinson, C.P.A.; Professional Standards: A Plea for Co-operation 
Among Accountants, by R. H. Montcomery, C.P.A.; The Scope of the 
Profession of Accountancy, by Dr. F. A. Ctevetanp; Editorial; News of 
the Profession from all parts of the country ; Reviews of Books ; ‘and a full 
report of the Annual Convention of the American Association of Public 


Accountants. 
<a. Lhe January number was a special number devoted to “ Bank Account- 


ing,” and contained articles on that subject by some of the leading Bank 
Officers, Accountants and Examiners of the country. 


The February number was a special manufacturers’ number and con- 
tained articles on Factory Organization, Factory Stock Accounts, Labor 
Efficiency, Management of Traveling Salesmen, etc., etc.& 


SUBSCRIPTION PRICE—$3.00 a year; single numbers, 25 cents ; postpaid to any address in North America, 
Foreign subscriptions, $3.50 a year ; single copies, 30 cents, 

Remit by express or post office money order, New York draft, postal note, or registered letter. One and two cent 
stamps are accepted for small amounts, 

ADVERTISING RATES—$20 a page; all other spaces in proportion ; special positions, when open, 25 per 
cent, additional, No discounts are allowed for time contracts or amount of space occupied. Rates for classified 
advertisements appear under that heading. 


Address all Communications to 
Fred H. Lancaster, Business Manager, 32 Waverly Place, New York City 
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What Is Daus Tip- Top? 


e | Diplicater \ TO PROV E that Daus’ “Tip Top” Duplicator is the best, 


simplest and cheapest device for making 
100 copies from Pen-written and 50 
copies from Typewritten original 
we are willing to send a complete DUPLICATOR without deposit 
on ten days’ trial, if you mention Journal of Accountancy. 
No mechanism to get out of order, no washing, no press, no print- 
er’sink. The product of 23 years’ experience in DUPLICATORS. 
Price for complete apparatus, cap size (prints 8% in. 


by 13 in.), $7.50, subject to the trade discount of 33% 


FELIX C. U. DAUS DUPLICATOR CU., ?PA’ScnN'st. New York. 


We have still a few copies of the November 1905 
number of THE JOURNAL OF ACCOUNTANCY 
PRINTED TO YOU in stock. This number, in addition to several impor- 
. R tant articles, contained a complete report of the 
ORDER ] xX 2 INCH Annual Convention of The American Association of 
° Public Accountants, and a list of the members 

POSTPAID 2 | 00 throughout the United States. 
: $ . Until the stock is exhausted copies will be sent post- 
SEND FOR CATALOG pafd to any address in North America on receipt of 


25 cents. 


FENTON LABEL COMPANY | | The Accountancy Publishing Company 
PHILADELPHIA, : : ; : : : PA. 32 WAVERLY PLACE, NEW YORK CITY. 
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Che Cerhniqgne of Arrountics 


ANNOUNCES that the services of the well-known American Expert 
FRANK BROAKER, C.P.A., No. 1 


have been retained for instruction and supervision of the 
Expert Accountancy Course by Correspondence © 


Designed to qualify for private or public practice and to pass the 


C. P. A. EXAMINATIONS IN ANY STATE 


Applications should now be filed for entrance to New Personal Class 
( Evening Sessions) ( Present Classes Filled) 


SUBJECTS: 

Theory of Accounts, Practical Accounting, Auditing and Commercial Law, 
Comprehending Class Discussion, Quizzing, Investigations, Systematization with 
respect to Mercantile, Commercial, Cost and Factory, Judicial, Insurance, Rail- 
way, Municipal and Corporation Accounting, Standard Forms of Technical and 
Legal Expression of Results, etc. 


For General Information, Terms, etc., address 


Che Cechnique of Accountics 150 Nassau St., New York 
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The New York School of Accounts 


Established, 1897 St. James Building, 1135 Broadway, New York __ Incorporated, 1905 
Personally Conducted by THEO. KOEHLER, C. P. A. 


OFFICERS 
President . . . .. THEO. KOEHLER Treasurer . . . +. +. +. + RICHARD M. CHAPMAN 
Vice-President . ALBERT B. BIERCK Secretary DUNCAN MACINNES 
TRUSTEES 
HENRY R. M. COOK, C. P. A. CHARLES H. STOCKING,C.P.A. - W. F. WEISS, C. P. A. 
Auditor of the Board of Education and Mem- Practising Accountant Member of the Firm of W. F. Weiss. 
gt Firm of Hertle, Cook, Brummer FRANKLIN ALLEN, C. P. A. THEO. KOEHLER, C.P. A. 
RICHARD M. CHAPMAN, C.P. A. Secretary of the Silk Association of America Practising Accountant 
Expert Accountant to the Comptroller of the and Practising Accountant 
City of New York DUNCAN MACINNES, C. P. A. WM. RAIMOND BAIRD, LL. B. 
ALBERT B. BIERCK, C. P. A. Expert Accountant to the Comptroller of the Practising Attorney at Law and Author o 
Auditor for the Long Island Railroad Co. City of New York “Principles of American Law.” 


38 STUDENTS PREPARED HERE HAVE RECEIVED THEIR DEGREE 


BOOKS FOK BUSINESS MEN 


CLASSIFIED CORPORATION LAWS of All the States. 
Overland. A well-arranged statement of the busi- 


Learn bhi to bea 


ACCOUNTANT 


Our system of correspondence instruction in Certified Publie ness corporation laws of every state and territory of 
aualifies students for expert work 10 the U.S. Classified according to subject. Contains 
cap beca nstru are ie 
Public Accountants who give each student ial and personal the 1905 laws. An exceptionally valuable and = 
attention. Our method is thorough and rapid. Success is certain venient work for read reference. 458 pp. 6x9”. 
and the cost moderate. Our partial payment plan enables any Edition of 1906. Prepaid, buckram, $3.0c ; sheep, $3.50. 
one to start work at once. rite us and learn how to make a 


large income in a dignified and uncrowded profession. Other | | CORPORATE ORGANIZATION. Conyngton. A work- 


Law, Frestion, and Business’ Arith- ing manual describing the formation of acorporation, 
metie. Write which ones interest you. Prospectus mailed. discussing the important features involved, indica- 
Special: Each student furnished with Bound Volumes for ting the danger points and giving numerous and most 
course selected as soon as enrolment is received. valuable suggestions, It also gives forms for char- 
Address: Edw, M. Hyans, C.P.A., Manager etc., The book practical 

and is the only satisfactory work of its kind. 352 pp. 

UNIVERSAL INSTITUTE, 1905. Prepaid, buckram, $2.70; sheep, $3.20. 
Dept. L., 27-29 E. 2ad St. NEW YORK CORPORATE MANAGEMENT. Conyngton. Second 


Edition. The standard work on the management of 
corporations. Tells what to do and when, and gives 


forms. 352 Pp. 6’ x9/’. 1904. Prepaid, buckram, 
3+ 


2.70; Shee 20. 
With Numerous ProForma Rulingsand 
Full Explanations PARTNERSHIP RELATIONS. Conyngton. A practical 

Showing method of ASCERTAINING COST IN A FAC. work on the partnership, covering its nature, form- 
TORY, where a variety of articles are made, mostly ation, conduct and dissolution; discussing the im- 

ssing through several processes in the course of manu- portant Lp roe showing what difficultiesare likely to 
acture, and detailing minutely how the ordinary EX- arise and how they are best met or avoided. It also 
PENSE ACCOUNTS OF ANY BUSINESS are utilized in presents the best forms published for partnership 
arriving at and verifying cost of production.—By C. A. agreements, notices, etc. 221 pp. 6” x9". 1905. Pre- 
Millener, LL.B. LL. M., for many years Auditor of the paid, buckram, $2.00 ; sheep, $2.50. 
Rathburn Company’s industrials and railways, Deseronto, 
Ontario —Edited by R. F. Spence, Accountant, Toronto ; Specimen pages etc., of any of the above 
Auditor The Toronto General Trusts Corporation, The books on request. 


0., e vingston Linse 0., e Hu umber 

Co., Ete., Ete. 

The Ronald Press Co., New York 

Ghe HUNTER-ROSE COMPANY, Ltd, 516 MAIL AND EXPRESS BLDG. 
TORONTO, CANADA 


This book is endorsed by the leading Accountancy publications, as a valuable hand-book 
for Accountant students as well as for practicing Auditors, and it is being purchased 
liberally by prominent Auditing Companies for the instruction of their staffs of Accountants 


RENN’S PRAGTIGAL AUDITING 


teaches the Science of Auditing in a practical manner by describing the actual method of making a Commercial Audit, from 
the oe point of inning through to the Auditor’s final report. 


_ The text is arranged to accord in chronological order with the procedure to be followed, and states the principle involved 
in each important feature of the Audit along with all necessary directions. 
No Other Book on This Subject Presents This Feature 
The Controlling Account, which is the key to short-cut Auditing, is here for the first time fully explained 


and given due prominence as a factor in Auditing. 
ere are also a series of General Notes which impart the rules of practice as followed by the best Auditors. 


In Short, This Book Tells You What To Do and How To Do it 
The manual is designed for the use of prosressive Bookkeepers, Accountant Students, Auditors and Business Men. 
Price by mail, postpaid $2.00. Descriptive circular free on request. 
GEO. B. RENN, 267 (K ) LINCOLN AVENUE, CHICAGO, ILLINOIS, 


| 


| When writing to advertisers, kindly mention this Journal 


or 
Mies 
4 
; 
: 


Vill THE JOURNAL OF ACCOUNTANCY 


The American Association of Public Accountants 
Lin of OfGcers, and on October 17th, 1905 


OFFICERS 
Vice-Presidents—Presidents of the various State Societies : 
California Society of Certified Public Accountants............. Alfred G. Platt, San Francisco. 
Colorado Society of Public Accountants.................-.0005 William C. Loughbom, Denver. 
Georgia State Association of Public Accountants.............. A. J. Haltiwanger, Atlanta. 
Illinois Society of Certified Public Accountants............... . Porter Joplin, Chicago. 
Massachusetts, Incorporated Public Accountants of............ 'rederick C. Tufts, Boston. 
Maryland Association of Certified Public Accountants.......... Thomas L. Berry, Baltimore. 
Michigan Association of Public Accountants.......... «... .. om H. Clegg, Detroit. 
Minnesota Society of Public Accountants......... M. Temple, "St. Paul. 
Missouri Society of Public Accountants...............-.0e000e G. O. May, St. Louis. 
New Jersey, Society of Certified Public Accountants of the 
New York State Society of Certified Public Accountants....... Farquhar J. Mac Rae, New York. 
Ohio State Society of Public Accountants. ...............+04+: J. S. M. Goodloe, Columbus. 
Pennsylvania Institute of Certified Public Accountants......... J. E. Sterrett, Philadelphia. 
Tennessee Society of Public Accountants...............-e0000: Charles Flisher, Nashville. 
Washington Society of Certified Public Accountants........... W. C. Chidester, Tacoma. 
TRUSTEES 
Elected at the Annual ing on October 17th, 1905, in addition to the 
above Officers for one, two and three years. 
AUDITORS 
COMMITTEES 
onn mis, President. ....... ew fOr. New York 
EOL Massachusetts Meetines, Lecrures, Lrsrary AND BULLETINS: 
Franklin Allen...........+. Member at Large reer New York 
OM. Lybrand. [Pennsylvania Exections, Quauirications EXAMINATIONS: 
By-Laws: Franklin Allen............. Member at Large 
Duncan MacInnes ............... .New York R. H. Montgomery.............Pennsylvania 
A. Lowes Dickinson.............. New York 
SpectaL CoMMITTEE FoR ANNUAL MEETING IN 
JourRNAL: 1906: 
T. Cullen Roberts............... New Jersey A. Lowes Dickinion. Illinois 
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Manufacturers’ Appraisal 
Company 


WALTER W. POLLOCK, General Manager 


URNISHES expert valuations 
of Manufacturing Plants, 
which are useful in placing 

insurance, for proof of loss in the 
event of fire, and for establishing 
accurate book values. 

This Company strictly limits its 
work to the appraisal field. We 
are not accountants, but we work 
in harmony with accountants, 
and solicit their interest in our 
appraisal system. 


Manufacturers’ Appraisal 
Company 


ICAGO NEW YORK 

303 Dearborn Street 50 Pine 
PHILADELPHIA CLEVELAND 

424 Walnut Street 815 New England Bidg. 


ST. LOUIS, 346 Century Bidg. 


DELAYS, ERRORS, DISPUTES PREVENTED 


Time 
Saved 


By Using a Standard Time Stamp 


The only dependable, durable, absolutely accurate, 
mechanically perfect time stamp on the market 
today and the only one that is really automatic. 


THE STANDARD TIME STAMP 


prints automatically in plain, indelible type the ex- 
act hour, A. M. and P. M., ~~ month and year 
that each transaction occurs. It cannot be tam- 
eg with. Its record is unerring. It is invalua- 

in all places where a record of time is essential. It 


LASTS A BUSINESS LIFETIME. BECAUSE 


it is built of the toughest tool steel by skilled work- 
men under technical experts’ supervision. Theclock 
has the best marine movement manufactured. Our 
booklet, ‘‘A Questios of Time,” tells all about its 
merits and its uses. Send for the booklet now. 4. 


We cut the cost. You get the profits. 


INTERNATIONAL TIME RECORDING CO. 
195 Water Street, Binghamton, WN. Y. 


Through Your 


It Saves 25% of t 


UNDERWOOD TYPEWRITER CO. 


241 BROADWAY, NEw YORK 
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1906 EDITION NOW READY 
Corporation Accounting and Corporation baw 


Rewritten and Enlarged to 450 Pages--Not an Old Plate 
in the Book--A Standard American Work on Higher 
Accounting, Embracing Both Theory and Practice 


@ Officially endorsed and recommended by the California of Certified Public 
ination with official answers thereto, by Alfred G. Platt, C. P. A., Chairman of the 


Examining Board. 

Accounting are clearly explained and illustrated. mig ll cleo onde td 
their amortization is made a special feature. The creation and extinction of Sinking Funds is 
treated in a compendious and comprehensive manner. In addition to the extended scope of this 
work, the appendix on C. P. A. Examinations, with a full set of questions and answers, should 
make it a work of exceeding interest to accountancy students ambitious bookkeepers. 


The Los Angles Times has this to say of the work : 


** Modern conditions are taken into account, defects in the law and some of the common modes of evading it ex- 
plained with a clearness and conciseness that render ee book interesting even to the merest layman. The simple 
explanation of the modes in which large corp bled to evade the law is very enlightening. To the laws 
themselves are added definitions of terms, forms for legal papers of various sorts, etc 

The second part of the book, devoted to Corporation Accounting, has been brought thoroughly up-to-date as an 
exponent of modern simplification of methods by labor saving devices of various sorts. It d bes books and mode 
of entry, with many illustrations, and has some interesting chapters showing modern versatile modes of meetin, = 

tion difficulties. A tt deal of space is devoted to Modern Merging, Liquidation, Watering of Stock, 
xchanges, etc. Everything is made as clear and as simple as possible without the sacrifice of exactitude.” 


The price of this book is $3 prepaid, to any address. Send postal for descriptive pamphlet or, better still--order at once. 


J. J. RAHILL, C. P. A., J322 RIALTO BUILDING 


SAN, FRANCISCO, CAL. 


N. B.--This book will be sent on approval to any Certified Public Accountant, on request. 


Revised 

on all branches of accounting, AMERICAN EDITION 
bookkeeping, advertising, and PRICE, $5.00 

business management, sent post- Post paid to any address 

pad any — Accountancy Publishing Company 
“he 32 Waverly Place, New York 


@e sell all books on all subjects. 
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Nothing like it in the World 


DEFIANCE PAY ROLL MACHINE 


It embosses in the body of the check the 
exact amount in dollars and cents, with 
an absolutely indelible and acid-proof ink. 


Prevents 
Raising the Amounts. 


Prevents 


Checking or calling off wrong 
Amounts. 


SAVES TIME AND MONEY 


This System is used by 

The American Sheet and Tin Plate Co. 
International Paper Co. 

Lackawanna Steel Co. 
Illinois Steel Co. 
Standard Oil Co. 
International Harvester Co. 
and other large corporations 


$75.00 each. 


Write for circular and sample check 


Defiance Machine Company 


Rochester, N. Y. 


Defiance 
Wage 
Calculator 


IMPLE and du- 
table. One opera- 
y tion (turn of wheel), 
and your pay roll is 
figured out complete; 
makes no- difference 
whether you pay by hour, day or week, or em: 
ployees work eight, nine or ten hours a day. 
Made of cherry, with polished nickel trimmings. 
Shipped, prepaid, on approval for 


It will pay for itself the 


$2.00 


First time you use tt! 


Defiance Machine Company 
91 E. Main St., Rochester, N. Y. 
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PHONE BRACKETS 
Made of Cold Rolled Steel 


Will not sag or wobble. Stiffasachurch. Can 
be used on roll or flat top desk. Finished in 
nickel. Sent to any address in the Uni 
States, express prepaid, for 


Price, $1.75 


DEFIANCE MACHINE COMPANY 
Rochester, N. Y. 
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PROVED books can be assured that their leaves can not be removed or inserted 
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Our Famous Eureka Leaf and High Grade Goods can be purchased from our 
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REGULAR 
MEETINGS 
At 8 p.m. on the 
Sezond and Fourth 
Tuesdays of each 
month. 


MEETING 
ROOM 
Parlor D. R., 
Fifth Avenue Hotel. 


among its 


members the study ol 
and to encourage the interchange of ide 
of original papers, discussions, 

Address: THE SECRETARY, P. O. Box 1021, New York City 


3 The New York Society of : 
Accountants and Bookkeepers 


* Incorporated 1900 

ORMED tv, unite in a fraternal spirit for pat benefit, those en- 
gaged in accounting, bookkeeping, and office work, and to promote 

i of the science of accounts in all its branches 


reading 


as and experiences by the 
debates and lectures. 


THE. HYCIENIC TELEPHONE DISC 


Is without a peer as an advertising 
novelty. It isthe only article that meets 
a long standing and rapidly increasing 
demand in a large field. 

It is new—it is useful—it is alone in the 
fieid—it is inexpensive—and these are 
four things that combine to make @ per- 
fect advertising novelty. 


The blotter, the ruler, the calender, and 
a dozen other articles more or les$ use- 
ful, have been worked to death. Every 
business man receives an over supply, 
and money spent to push them ismoney 
wasted. 

We havea highly attractive proposition 
to offer buyers of large quantities. Full 
particulars for a stamp. 


Offers thestelephone user absolute 
tection from the contagion bree . 
transmitter. When a telephone is use 
by several people the use of these discs 
is imperative it disease is to be avoided. 
An antiseptic shield that fits securely 
over the transmitter and prevents dust 
or germs from entering. When soiled 
the disc is replaced by another. In no 
way weakens transmission. Sealed in 
picheaes containing ten discs each. 

ce, 10¢., eleven packages $1.00. Most 
stationers handle them. If yours does 
not, order direct from us. 


We have a special proposition for stationers. 


HYGIENIC TELEPHONE DISC Co. 
too North 3rd Street, Philadelphia, Pa. 


| SELL PATENTS 


If you wish to buy them on any- 
thing or have one to sell write me 


CHARLES A. SCOTT 
778 Mutual Life Bidg. Buffalo, N. 


| An engagement is desired by an accountan! of consider- 
| able experience; is competent to direct work and is a pro- 
i iv man; has always been employed in accounting. 

snow over middle age and single. Address Francis E. 
| Tower, Untario Hotel, N. State Street, Chicago, 


The Protectograph 


PROTECTS ALL CHECKS 
of the United States Government 


A special bankers’ number 


The January JOURNAL OF ACCOUNTANCY 
was a special number, and contained among other 
good things the following five leading articles: | 
Examinations of Borrower's Statement 
By William Post 
Bank Defalcations 
By Edward P. Moxey, C. P. A. 
Profits on Bank Deposits 
By Earl Howard, Ph. D, 
Expert Bank Examinations 
By Adam Ross, C. P. A. Paste 
Advantages of Bank Combinations uae 
By Ames 
Copies will be furnished postpaid for twenty- 
Jive cents each as long as the supply lasts. 


| 'The Accountancy Publishing Company 
}||32 WAVERLY PLACE NEW YORK CITY, 
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Because it adds Absolute Safety against alteration 
toany written arhount. And thisis sufficient reason 
for thousands of leading financial and industrial 
concerns to prefer the Protectograph, after investi- 
gating the subject of check protection fully. Our 
Protectograph Booklet is free, and contains facts 
you should know about check raising. 
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Please 
send me a 


topy of your 
Burvoughs Sys- 


Ketailer, 
Would lt Be Worth 
Anything to You 


To have your reports hours 

earlier: @To get your trial 
Balances in a few hours instead 
of a few. days: 


@ To have your sales audited in a 


a few hours: 


@To know that all this work 
was correct: 

@To save perhaps % of ‘the pre- 
sent cost of your book-keeping ? 
@ Let us send you a copy of our new 78- 
page-and-cover book Burroughs 
System for Retailers,’ written by some 
of the foremost retail accountants and 
auditors, and describing new methods 
in retail accounting and. illustrated 
with 27 forms in actual use. 


Sign the coupon to-day. 
Adding Machine 
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\ Detroit, Mich., U. S. A. 
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